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Canadian Utilities Limited reported increased earnings of y;%llhon ($1.07 per share) for the
three months ended March 31, 2007, compared to earnings for the same three months in 2006 of $86.9
million ($0.68 per share).

Earnings for the three months ended March 31, 2007, increased primarily due to:

» the timing and demand of storage capacity sold and higher storage fees in ATCO Midstream. The
majority of the storage earnings recognized in the first quarter of 2007 pertained to contracts entered
into in the 2006/07 storage year which ended March 31, 2007,

¢ lower income tax rates; and

e higher earnings in ATCO Power’s Alberta generating plants due to higher spark spreads realized on
sales of electricity in the Alberta market.

Revenues for the three months ended March 31, 2007, increased by $55.6 million to $697.6 million,

primarily due to:

+ the timing and demand of storage capacity sold and higher storage fees in ATCO Midstream; and

e impact of 2007 interim customer rate increases for ATCO Electric approved by the Alberta Energy and
Utilities Board (“AEUB”) in December 2006. In November 2006, ATCO Electric filed a general tariff
application with the AEUB for the 2007 and 2008 test years. On December 19, 2006, the AEUB
approved interim refundable rate increases amounting to 50% of ATCO Electric’s requested increases
for transmission and distribution operations.

Funds generated by operations for the three months ended March 31, 2007, increased by $26.5 million
to $232.2 million, primarily due to increased earnings.

Recent Highlights include:

e ATCO Pipelines was recognized as a Gold Champion Level Reporter by the Canadian Challenge
Registry for the comprehensive reporting quality of the company’s ‘2006 Action Plan for Reducing
Greenhouse Gas Emissions’. This ranking represents the highest level of achievement for a voluntary
reporting of greenhouse gas emissions in the country.

e ATCO Employees Participating in Communities raised a record $1.48 million for charities across
Alberta in 2006. More than 450 communities and charities received support in 2006.

e On April 18, 2007, CU Inc., a wholly owned subsidiary of Canadian Utilitics Limited issued 4,600,000
4.60% Cumulative Redeemable Preferred Share Series 1 at a price of $25.00 per share, for aggregate
gross proceeds of $115 million. On April 13, 2007, Canadian Utilities Limited announced that it will
redeem on May 18, 2007, all of its outstanding Cumulative Redeemable Second Preferred Shares Series
Q, R and S at a price of $25.00 per share plus accrued and unpaid dividends per share. $92 million of
the CU Inc. issue will be used to redeem the Canadian Utilities Limited Preferred Shares.
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Canadian Utilities Limited is part of the ATCO Group of Companies (www.atco.com). Canadian Utilities
Limited is a Canadian based worldwide organization of companies with assets of approximately
$7.1 billion and more than 6,000 employees, actively engaged in three main business divisions: Power
Generation; Utilities (natural gas and electricity transmission and distribution) and Global Enterprises,
with companies active in technology, logistics and energy services.
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N.C. Southern R.D. Southern
President & Chief Executive Officer : Chairman of the Board
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CANADIAN UTILITIES LIMITED

" %51 MANAGEMENT’S DISCUSSION AND ANALYSIS
OF F:NANC:AL CONDITION AND RESULTS OF OPERATIONS (“MD&A”)

i The following discussion and analysis of financial condition and results of operations of Canadian Utilities Limited
(the “Corporation™) should be read in conjunction with the Corporation’s unaudited interim consolidated financial
| statements for the three months ended March 31, 2007, and the audited consolidated financial statements and
management’s discussion and analysis. of financial condition and results of operations for the year ended December
| 31, 2006 (“2006 MD&A”). Information.contained in the 2006 MD&A that is not discussed in this document
: remains substantially unchanged. Additional information relating to the Corporation, including the Corporation’s
Annual Information Form, is available on SEDAR at www.sedar.com.
The equity securities. of the Corporation consist of Class A non-voting shares (“Class A shares”) and Class B
common shares (“Class B shares”).
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FORWARD-LOOKING INFORMATION

Certain statements contained in this MD&A constitute forward-looking statements. Forward-looking statements are
often, but not always, identified by the use of words such as “anticipate”, “plan”, “estimate”, “expect”, “may”,
“will”, “intend”, “should”, and similar expressions. These statements involve known and unknown risks,
uncertainties and other factors that may cause actual results or events to differ materially from those anticipated in
such forward-looking statements. The Corporation believes that the expectations reflected in the forward-looking
statements are reasonable, but no assurance can be given that these expectations will prove to be correct and such

forward-looking statements should not be unduly relied upon,
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In particular, this MD&A contains forward-looking statements pertaining to contractual obligations, planned capital
expenditures, the impact of changes in government regulation and non-regulated penerating capacity subject to long
term contracts. The Corporation’s actual results could differ materially from those anticipated in these forward-
looking statements as a result of regulatory decisions, competitive factors in the industries in which the Corporation
operates, prevailing economic conditions, and other factors, many of which are beyond the control of the
Corporation.

NON-GAAP FINARCIAL MEASURES

In this MD&A, reference is made to funds generated by operations, which is a measurc that does not have a
standardized meaning under Canadian Generally Accepted Accounting Principles {(“GAAP”). Funds gererated by
operations is calculated on the Corporation’s consolidated statement of cash flows from operating activities before
changes in non-cash working capital. In the Corpo-atior’s opinion, funds generated by operations is a significant
performance indicator of the Corporation’s sbiiity to generate cash flow to fund its capital expenditures.

INTERNAL CONTROL OVER FINANCIAL REPORTING

There were no changes in the Corporation’s internal control over financial reporting that occurred during the three
months ended March 31, 2007, that have materially affected, or are ceasonably likely tc materially affect, the
Corporation’s internal control over financial reporting.

BUSINESS OF THE CORPORATION

The Corporation’s financial statements are consolidated from three Business Groups: Utilities, Power Generation
and Global Enterprises. For the purposes of financial disclosure, corporate transactions are accounted for as
Corporate and Other (refer to Note 11 to the unaudited interim consolidated financial statements for the three
manths ended March 31, 2007). Transactions between Business Groups are eliminated in all reporting of the
Corporation’s consolidated financial information.

NATURAL GAS PURCHASE CONTRACTS AND ASSOCIATED POWER GENERATION REVENUE
CONTRACT LIABILITY

The Corporation has long term contracts for the supply of natural gas for certain of its power generation projects.
Under the terms of certain of these contracts, the volume of natural gas that the Corporation is entitled to take is in
excess of the natural gas required to generate power. As the excess volume of natural gas can be sold, the
Corporation is required to designate these entire contracts as derivative instruments. The Corporation recognized 2
non-current derivative asset of $59.0 million on January 1, 2007; thereafter, the Corporation will record mark-to-
market adjustments through ezrmings as the fair values of these contracts change with changes in future natural gas
prices. These natural gas purchase contracts mature in November 2014,

As all but the excess volume of natural gas is committed to the Corporation’s power generation obligations, the
Corporation could not recognize the entire fair values of these natural gas contracts in its revenues. Consequently,
on January 1, 2007, the Corporation recognized a provision for a power generation revenue contract in the amount
of $44.8 million; thereafter, the Corporation will record adjustments to the power generation revenue contract
liability concurrently with the mark-to-market adjustments for the natural gas purchase contracts derivative asset.
This power generation revenue contract liability is included in deferred credits in the consolidated balance sheet.

For the three monibs ended March 31, 2007, the mark-to-market adjustment for the derivative asset and the
corresponding adjustment for the associated power generation revenue contract liability increased earnings by
$4.5 million, net of income taxes (“Mark-to-Market Adjustment”).
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TXU EUROPE SETTLEMENT

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Furcpe”) vhich had a long term “off take” agreement for 27.5% of the power produced by
the 1,000 megawatt Barking generating plant in London, England, in which the Corporation, through Barking
Power, has a 25.5% equity interest. Barking Power had filed a claim for damages for breach of contract related to
TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating plant. Following
negotiations with the administrators, an agreement was reached with respect to Barking Power’s claim.

In settiement of its claim, Barking Power received distributions of £144.5 millior. (approximately $227 million) in
2005, of which the Corporation’s share was $83.1 million, and distributions of £34.8 million (approximately $71
millicr:) in 2906, of which the Corporation’s share was $18.2 million. Ircome taxes of approximately $28.5 millior.
relating to the distributions have been paic.

Based on the foreign currency exchange rate in 2ffect on March 30, 2005, tte Corporation’s share of this settlement
is expected to generate earnings afler income taxes of approximately $69 million, which will be recognized over the
remaining term of the TXU Europe contract to September 30, 2010, at approximately $11 million per year. These
earnings will be dependent upon foreign currency exchange rates in effect at the time that the eamnings are
recognized.

SELECTED QUARTERLY INFORMATION

For the Three Months Ended

($ Millions except per share data) Mar.31  Jun.30 Sep. 30 Dec. 31
(unandited)
2007(1) (2)
REVEBUBS.....vinvrr e sieseiersses e ee e rere e s e e e et s srssesasasasas 6976 s v e
Eamings attributable to Class A and Class B shares.......ccoceovivcnn, 1347 s e e
Earnings per Class A and Class B share ........o.oocviiinninennne LOT e vt
Diluted earnings per Class A and Class B share..........ccoevciriivinnns 10T i e e
2006 (1) (2)
REVEIUES. 1. cereeereeie et e s s e bt et e e veneanees 642.6 563.4 553.9 671.1
Eamings attributable to Class A and Class B shares..........coocvuenins 86.9 70.2 66.8 100.0
Earnings per Class A and Class B share ........cccoocvcnniniisininns 0.68 0.56 0.53 0.80
Diluted earnings per Class A and Class Bshare ... 0.68 0.55 0.53 0.80
2005 {1) (2)
BREVEIUES. ...t s e saaes sbessssbesnants 552.9 5374 680.3
Eamings attributable to Class A and Class B shares.........coccoceces i, 50.0 46,5 291
Eamnings per Class A and Class B shafe ......c.oveerreercvnnsnrernniens corcesiion 0.39 0.37 0.70
Diluted earnings per Class A and Class B share..........ccccocvinins e 0.39 0.37 0.69
Notes:

(1) There were no discontinucd operations or extraordinary items during thesz periods.

(2) Due to the seasonai nature of the Cervoration’s operations, charges in electricity prices in Alberta, the timing
and demand of natural gas storage capacity sold, changes in natural gas storage jees and the timing of rate
decisions, revenues and earnings for any quarter are not necessarily indicative of operations on an annual
basis.

(3) The above data has been extracted from the financial statemenis which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporting currency is the Canadiar: do!ar.



RESULTS OF OPERATIONS

The principal factors that have caused variations in revenues and earnings over the eight most recently completed
quarters necessary to understand general trends that have developed and the seasonahty of the businesses disclosed
in the 2006 MD&A remain substantially unchanged.

Consolidated Operations

Revenues for the three months ended March 31, 2007, increased by $55.6 million to $697.6 million, primarily due
to:

o the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream.
The majority of the storage revenues recognized in the first quarter of 2007 pertained to contracts entered
into ia the 2006/2007 storage year which ended March 31, 2007 (refer to Business Risks — Non-Regulated
Operations -- ATCO Mirlstream);

s irzpact of 2007 interim customer rate increases for ATCO Electric approved by the Alberta Energy and
Utilities Board (“AEUB”) in December 2006 (refer to Regulatory Matters — ATCO Electric section); and

¢ impact of higher United Kingdom (“U.K.”) exchange rates on conversion of revenues to Canadian dollars
in ATCO Power’s U K. operations.

This increase v-as partially offset by:
¢ lower natural gas fuel purchases recovered on a no—margm” basis in ATCO Power’s U.K. operations; and
s lower franchise fees collected by ATCO Gas on behalf of cities and municipalities.

Earnings attributable to Class A and Clz3s B shares for the three months ended March 31, 2007, increased by
$47.8 million ($0.39 per share) to $134.7 million ($1.07 per share), primarily due to:
» the timing and demand of storage capacity sold and higher storage fees in ATCO Midstrearn;
¢ lower income tax rates;
o higher camnings in ATCO Powe:’s Alberta generating plants due ‘o higher spark spreads realized on sales
of electricity in the Alberta market; and
e  Mark-to-Market Adjustment (vefer to Natural Gas Purchasé Contracts and Associated Power Generation
Revenue Contract Liability section).

Operating expenses (consisting of natural gas supply, purchased power, operation and maintenance, selling and
administrative and franchise fee costs) for the three months ended March 31, 2007, decreased by $1.2 million to
$358.4 million, primarily due to:

s lower franchise fees collected by ATCO Gas on behalf of cities and municipalities.

Depreciation and amortization expenses for the three months ¢nded March 31, 2007, increased by $4.2 millioa to
$91.9 million, primarily due to:
¢ capital additions in 2007 and 2006.

Interest expense for the three months ended March 31, 2007 increased by $1.3 million to $54.6 million, primarily
due to:
¢ interest on new financings issued in 2006 to fund capital expenditures in Utilities operations.

This increase was partially offset by:
e repayment of non-recourse financings in 2007 and 2006.

Interest and other income for the three months ended March 31, 2007, increased by $11.1 million to $20.2
million, primarily due to:
o  higher short term interest rates; and
o  Mark-to-Market Adjustment (refer to Natural Gas Purchase Contracts and Associated Power Generation
Revenue Contract Liability section).
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Income taxes for the three months ended March 31, 2007, increased by $14.7 milion to $69.4 millien, primarily
due to:
e higher earnings.

This increase was partially offset by:
* Jower income tax rates.

Segmented Information

Segmented revenues and earnings attributable to Class A and Class B shares for the three months ended March
31, 2007, were as follows:

For the Thre: Moaths

Euded Marcl. 31
{$ Milliors) Devznues Earnings
2007 2006 2007 2006
(unaudiied)

L0 TS 344.7 328.7 49.1 40.4
Power Generation ...........coeeeevevecereeceiciececreeseeeserera s ves e e sesnens 205.9 129.8 43.4 27.4
Giobal EDLEIPTISEE ..ottt s s st b s bssssss e s . 18:.9 154.1 42.8 23.0
Corporate and Other ... st st seseren s i3 3.0 0.2 (1.5)
Intersegment elimMiNAtioNS.......o..oeveuieemeieeeeeriieeeereeeeeeeeeeeeeeeeevireinen (38.2) (33.6) {0.8) (1.4)
T ObA . ettt ettt et es s sanab s a1 st eaea cresabea shsaseris 16 €120 347 86.9

Utilities

Revenues from the Utilities Businezs Group for the three montbs ended March 31, 2007, increased by $16.0
million to $344.7 million, primarily due to:
o impact of 2007 interiin customer ratc increases for ATCO Elec'ric approved by the AEUB in December
2006 (refer to Regulatory Matters — ATCO Electric section);
e customer growth in ATCO Gas; and
s  colder temperatures in ATCO Gas.

This increase was partially offset by:
¢ lower franchise fe2s collected by ATCO Gas o behalf of citizs and ravnicipalities.

Tempearatures in ATCO Gus for the three monihs wpdel March 37, 2007, were 5.1% vourmer than no-me!, compared
to 6.8% warmer than normal for the corresponding period in 2006.

Earnings for the three months ended March 31, 2007, increased by $8.7 million t¢ $49.1 million, primarily due to:
s customer growth in ATCO Cas;
¢ reduced eamnings recorded in the first quarter of 2006 as a result of the ATCO Electric GTA Decision {refer
to Regulatory Matters — ATZC Elsciric sechcn); and
»  colder temperatures in ATCO Gas.

This increase was partially offset by:
s  higher operating and maintenance and depreciaticn expenses in ATCO Gas.

Utilities Business Group capital expenditures to maintain capacity and meet planned growih are especied to be
approximately $600 million in 2007. The total three year (2007-2009) anticipated capital expenditures i1 the
Utilities Business Group are expected to be approxima‘ely $2.1 billion.




Power Generation

Revenues from the Power Generation Business Group for the three months ended Mearch 31, 2007, increased by
$16.1 miilion to $205.9 million, primarily due to:
o impact of higher UK. exchange rates on conversion of revenues to Canacian dollars in ATCO Power’s
U.K operaticns;
¢ higher revenues in ATCO Power’s Alberta generating plants due to higher Albzrta Power Pool prices; and
» higher availability, improved performance and the impact of higher Australian exchange rates on
coaversion of revenues to Canadian dollars in ATCO Power’s Australian operations.

This increase was partially ofiset by:
s lower natural gas fuel purchases recovered on a “no-argin” basis in ATCO Power’s U K. operations.

Earnings for the three months ended March 31, 2007, increased by $16.0 million to 543.4 million, primarily due
to:
»  higher earnings in ATCO Power’s Alberta gencrating plants due to higher spark spreads realized on sales
of electricity in the Alberta market;
e  Mark-to-Market Adjustment (refer to Natural Gas Purchase Contracts and Associated Power Generation
Revenue Contract Liability section); and
s improved merchant performance and higher exchange rates on conversion of earnings to Canadian dollars
in ATCO Power’s U.K. operations.

Alberta Power Pool electricity prices for the three months ended March 31, 2007, averaged $63.29 per megawatt
hour, compared to average prices of $56.85 per megawatt hour for the corresponding period in 2006. Natural gas
prices for the three months ended March 31, 2007, averaged $7.00 per gigajoule, compared to average prices of
$7.13 per gigajoule for the corresponding period in 2006. The consequence of these electricity and natural gas
prices was an average spark spread of $10.76 per megawatt hour for the three months ended March 31, 2007,
compared to $3.35 per megawatt hour for the corresponding period in 2006.

Spark spread is related to the difference between Alberta Power Pool electricity prices and the marginal cost of
preducing electricity from natural gas. These spark spreads are based cn an approximate industry heat rate of 7.5
gigajoules per megawatt hour.

Changes in spark spread affect the results of approximately 406 megawatts of plant capacity owned in Alberta by
ATCO Power and Alberta Power (2000) out of a total Alberta owned capacity of approximately 1,709 megawatts
and a world wide ovmed capacity of approximately 2,474 megawatts.

Alberta Power (2000) operated the Rainbow generating plant during 2006 and the electricity generated was sold to
the Alberta Power Pool. Alberta Power (2000) had one year after ihe expiry of the Power Purchase Arrangement
{“PPA”) for the Rainbow generating plant (December 31, 2005) to determine whether to decommission the plant in
order to fully recover piant decommissicning costs or to continue to operate the plant. In the first quarter of 2007
the Alberta Electric System Operator (“AESQ™ and Alberta Powar (2000} executed a contract which will result in
Alberta Power (2000) continuing to operate the plant and thus be responsible for future decommissioning costs.
Thess costs are included in Alberta Power (2000)’s asset retirement obligation liability. As such, Alberta Power
(2000) has withdrawn-its application with the AEUB to decommission the plant.

The Piikani Nation of Brocketi, Alberta has an option to purchase a 25% interest in ATCO Power’s 32 megawatt
hydroelectric zenerating plant at the Oldman River dam near Pincher Creek, Alberta. On February 26, 2007, this
cption was extended from February 28, 2007, to April 30, 2007,

During the three morths ended March 31, 2007, Alberta Power (2000)’s deferred availability incentive account
increased by $6.6 million to $46.2 million. The increase was due to additional availability incentives received for
improved plant availability net of quarterly amortization. During the three months ended March 31, 2007, the
amortization of deferred availability incentives, recorded in revenues, increased by $0.3 million to $2.9 million,
compared to the same period in 2006,
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Global Enterprises

Revenues from the Global Enterprises Business Group for the *hree montlis ended March 31, 2007, increased by
$27.8 million to $181.9 million, primarily due to:

»  the timing and demand of natural gas storage capacity sold snd higher storage fess in ATCO Midstream.
The majority of the storage revenues recognized in the first quarter of 2007 pertained to contracts entered
into in the 2006/2007 storage year which ended Marck 31, 2307 (refer to Business Risks - Nen-Regulated
Operations — ATCO Midstream).

Earnings for the three months ended March 31, 2007, increased by $19.8 million to $42.8 millien, primarily due
to:
» the timing and demand of storage capacity sold and highear storage fess in ATCC Midstream.

Corporate and Other

Earnings for the three months ended March 31, 2007, increased by $2.7 millios tc $0.2 million, primarily due to:
s  decreased share appreciation rights expense due to changes in Canadian Utilites Limited Class A. share and
ATCO Lud. Clase I Non-Voting share prices since December 21, 2006; and
¢  higher short term interest rates.

REGULATORY MATTERS

Regulated operations are conducted by wholly owned subsidiaries of Canadian Utilities’ wholly owned subsidiary,
CU Inc.:
¢  ATCO Electric and its subsidiaries Northland Utilities (NWT), Northland Tltilities (Yellowknifed and
Yukon Elzctrical;
¢ the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and Pipelires Ltd.; 2nd
e the Battle River and Sheerness generating plants of Alberta Power (2000).

Regulated operations in Alberta {(except for the generating plants of Alberta Power (2000)) ere subject to a generic
cost of capital regime:
e in July 2004, the AEUB issued the generic cost of capital decision which established, among other things:
o a standardized approach for each ulil‘ty compauy regulated by the AEUB for determining the rate of
return on common equity;
= rate of return adjusted annually by 75% of the change in long term Govemnment of Canada bond
yield as forecast; and
»  adjustment mechanism similar to the mzthod the National Energy Board uses in detenrining its
formula based rate of return;
o the capital structure for each utility regulated by the AEUB.
s in November 2005, the AEUB announced a generic return on common equity of 8.93% for 2006;
in January 2006, the AEUB clarified that the generic return on equity determined on an annual basis in
accordance with the generic cost of capital decision should apply to each ysar of the tesi period in the
companies’ applications. If no rate applications are filed for a particular year, then there will be no
adjustment to the common equity rate of return for that year; and
e in November 2006, the AEUB announced a generic return on common equ1ty of 8.51% for 2007

ATCO Electric, ATCO Gas and ATCO I 1pehnes puichase information lechnology services, and ATCO Electric and
ATCO Gas also purchase customer care and billing services, from ATCO I-Tek. The recovery of thesa costs in
customer rates is subject to AEUB approval. Since 2003, the costs have been approved on a placeholder basis, and
are subject to final AEUB approval after completion of an ongoing collaborative benchmarking process.




ATCO Electric

In March 2006, the AEUB issued a decision on ATCO Electric’s 2005 and 2006 General Tariff Application
(“ATCO Electric GTA Decision”):

e which established, among other things, the amount of revenue to be collect2¢ in 2005 and 2006 from
customers for transmission and distribution services and approved a retum on common equity as
determined by the AEUB’s standardized rate of return methodology — 9.5% in 2005 and 8.93% in 2006;
ATCO Electric’s 2005 earnings negatively impacted by $1.3 million, recorded in first quarter of 2006; and
ATCO Electric’s 2006 eamnings reduced by an additional $1.6 million, compared to 2005 earnings,
recorded throughout 2009,

In August 2006, the AEUB approved the first phase of the ARSO’s application for the need to improve transmission
infrastructure in northwest Alberta:
o AEUB deucision grants the AESO approval to assign approximately $300 million in projects to the
Transmission Facility Owner, ATCO Electric;
e once assigned by tke AESC, ATCO Electric will prepare and file facility applications with the AEUB.
Consiruction will commence once approval te proceed is received from: the AEUB; and
o the cntire 725 kilometre project was originally intended to be completed by 2009, but now is anticipated to
be completed by 201i. As a result of price escalation caused by the change in completion date, ccupled
with the increasing costs of construction in Alberta, the entire project is now estimated to cost $400
million. ATCOQ Electric anticipatzs that an additional 180 kilometres of transmission line projects will be
required int i*s service area over the next five years.

In November 2006, ATCO Electric filed a general taciff application with the AEUB for the 2007 and 2008 test

years: i

» requesting. among other things, increassd vevenues to recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta;

» adecision from the AEUB or the general tariff application is not expected until late 2007,
in November 2006, ATCO Electric filed an application requesting interim refundable rates for
transmission and disiribution operations, perding the AEUB’s decision on. the general tariff application;
and

e on December 19, 2006, ATCO Electric received a decision from the AEUB approving interim refundable
rate increases amounting to 50% of ATCO Electric’s -equested increases for transmission and distribution
operations,

ATCO Gas

In January 2006, the AEUB issued a decision on ATCO Gas’ 2005, 2006 and 2007 General Rate Application
{“ATCO Gas GRA Decision™):

o  which, among other things, established the amount of revenue to be collected over the period 2005 to 2007
from customers for natural gas distribution service and approved a return on common equity as determined
by the AEUB’s siandardized rate of return methodology — 9.5% in 2005, 8.93% in 2006 and 8.51% in
2007. ‘

In May 2006, the City of Calgary filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision:
e the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
calculation of working capital needed by ATCO Gas to operate its Carbon natural gas storage facility;
e the AEUB issued its decision on January 17, 2007, denying the City of Calgary’s application; and
o on February 15, 2007, the City of Calgary filed for leave to appeal this decision with the Alberta Court of
Appral.
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In October 2006, ATCO Gas also filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision:
s the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
approved level of administrative expenses;
¢ in December 20046, tne AEUB issued a decision in which it acknowledged an error for a poriion of the
administrative expenses in question; and
e on April 18, 2007, ATCO Gas was advisec by the AEUB ihat it would grant ATCO Gas’ request to hear
its Review and Variance application. A schedule for the hearing has not yet been determined.

ATCO Gas owns a 43.5 petajoule natural gas storage facility located at Carbon, Alberta. ATCO (as has leased the
entire storage capacity of the facility to ATCO Midstream. ATCO Gas has taken the position that the facility is no
longer required for utility service and should te removed from regulation, In the process of obtaining AEUE
approval, the following events are significant:

» in July 2004, the AEUB initiated a written process to cousider ite role i regulating the operations of the
facility;

+ in June 2005, the AEUB issued a decision with respect to this process. In addition to addressing other
matters, the decision found that the AEUB has the authority, when necessary in the public interest, to
direci a utility to wlilize a particular asset in a spzcific mannsr, even over the objection of the utility;

»  ATCO (as filed for leave to appeal the decision with the Alberta Court of Appeal;

s in Oclober 2003, the AEUB established processes to revizw the use of the facility for utility purposes;

& 4 hearing to review the use of the facility for revenue generation was held in April 2006 and a hearing to
review the use of the facility for load balancing was held in June 2006, On October 11, 2005, the AEUB
issued a decision confirming ATCO Gas’ position that the facility is no longer required for utility service
with respect to the use of the facility for load balancing purposes. The City of Calgary has filed a leave to
appeal and a Review and Variance application of this decision; and

s on Februaty 5, 2007, the ACUR issued a decision in which it determinec that a legitimate utilily use for the
facility is that it be used for purposes of generating revenues to offset customer rates. This decision
requires ATCO Gas to raaintain the staiis quo with respect to ths use of the Carbor facility includiug the
lease cf the entire storage fucility to ATCO Midstream. On February 26, 2007, ATCO Gas filed for leave
to appeal :Lis decision with the Alberta Cowrt of Appeal (refer to Business Risks — Regulated Operations —
Carbon Natural Gas Storage Facility section).

ATCO Gas bas filed an a_plicat’cn with the AELB te acdress, arnoag other things, correct’ons required to historical
transportation imbalances (the process whereby third party natural gas supplies are reconciled to amounts actually
shipped in the Corporation’s pipelines) that have impacted ATCO Gas’ deferred gas account:
¢ in April 2005, the AEUB issued a decision resulting in a 15% decrease in the transportatior. imbzlance
adjustments sought by ATCO Gas. The decision resulted in a decrease to ATCO Gas’ 2005 revenues and
earnings cf 31.8 miliion and $£1.2 million, respectivaly; und
s the City of Calgary filed for leave to appeal the AEUB’s decision. ATCO Gas filed a cross appeal of the
AEUB’s decision. The izave t0 appza: was beard oy the Albeta Count of Apgpeal on April 18, 200C. On
July 7, 2036, the Alberta Court of Appez! issued its decision granting the City of Calgazy’s leav= to appeal
on the guestion of wheihier the AEUB ¢ited in aw or jurisGiction in cssur Iag tha it had the aathority to
allow recovery in 2003, for costs relating to prior years. ATCO Gas’ cross appeal was denled. At a
hearing with the Alberta Court of Appeal on April 13, 2007, the Court declined to consider Calgary’s
appeal and referred the jurisdiciional question hzck to thx AEUB.

ATCO Pipelines

In March 2007, the AEUB directe¢ ATCC Pipelines to file its next General Rate Application by Dctober 1, 2007,
ATCO Pipelines anticipates that the filing will 'z clude the 2003 and 2009 test years:
¢ requesting, among other things, increased revenues to recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta; and
s & decision from the AEUB on the Generzal Rate Application is not expected until the third quarter of 2008.

The AEUB has delayed its review of the competitive natural gas pipeline issues under AEUB jurisdiction until mid

2007. This review is expected to address competitive issues between ATCO Pipelines and NOVA Gas
Transmission Ltd.
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Other Matters

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.

LIQUIDITY AND CAPITAL RESOURCES

Funds generated by operations provide a substantial portion of the Corporation’s cash requirements. Additional
cash requirements are met externally through bank borrowings and the issuance of long term and non-recourse long
term debt and preferred shares. Commercial paper borrowings and short term bank loans are used to provide
flexibility in the timing and amounts of long term financing.

Funds generated by operations for the three months ended March 31, 2007, increased by $26.5 million to $232.2
million, primarily due to:
s increased earmings.

This increase was partially offset by:
e 2006 proceeds received from the TXU Europe Settlement (refer to TXU Europe Seottlement section).

Investing for the three months ended March 31, 2007, increased by $20.7 million to $124.4 million, primarily due
to:

e higher capital expenditures; ard

* changes in non-cash working capital.
Purchase of property, plant and equipment for the three months ended March 31, 2007, increased by $11.5
million to $123.7 million, primarily due to:

s increased investment in regulated electric distribution and transmission projects and regulated natural gas

distribution projects. :

During che three months ended March 21, 20067, the Corporation issued:
s 1o long term debt.

During the three months ended March 31, 2007, the Corporation redeemed:
s $25.1 million of non-recourse long term debt.

This change resulted in a net debt decrease of $25.1 million.

Net issue of Class A shares for the three months ended March 31, 2007, increased by $0.6 million to $0.5 million,
primarily due to stock options exercised.

Foreign currency translation for the three months ended March 31, 2007, negatively impacted the Corporation’s
cash position by $1.2 million, primarily as a result of:
s changes in UK. exchange rates.

On April 18, 2007, CU Inc., a subsidiary corporation, issued $115.0 miliion Cumulative Redeemable Preferred
Shares Series ] at a price of $25.00 per share for cash. The dividend rate has been fixed at 4.60%. The net proceeds
of the issue will be used in part to redeem $91.8 million of the outstanding Cumulative Redeemable Second
Preferred Shares Series Q, R and S of ATCO Electric, ATCO Gas and ATCO Pipelines, subsidiary corporations of
CU Inc., that are held oy Canadian Utilities Limited.

On Aprii 13, 2007, Canadian Utilities Limited announced the redemption on May 18, 2007 of the $126.5 million of

outstanding Cumulative Redeemable Second Preferred Shares Series Q, R and S at a price of $25.00 per share plus
accrued and unpaid dividends per share.
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At March 31, 2007, the Corporation had the following credit lines that enable it to obtain funding for general
corporate purposes.

Total Used Available
(8 Millions)
Long 1erm COMMIED ....c.vvvoencreceeeeccaciernrcarrseneresarasaonssnsnsrasescasererersnns 326.0 474 278.6
Short term COMMUIEd ......c..oceveeeirrresrrrrrssrarsssesrsressressesssssressrsssssressesssons 600.¢ 100 590.0
UnCOMIMUtEEd .....oooiiriiiiiiic e e e v v v e ebe et e ctasaeaaeasbesabens 69.1 7.1 62.0
TOLAL ettt ereer e e ee e breeenee e beeeeareeare e e rneerareeansnrenen 9935.1 £3.5 930.6

The amount acd tming of futurz financings will depend on market conditions and the specific needs of the
Corporation.

Contractual oblizations disclesed in the 2006 MD:&A remain substanially uncaanged as a: Marer: 31, 20C7.

Net current and long term future income tax liabilities of $199.7 million at March 21, 2G37, ave attributable to
differences between the financial statement carrying amounts of assets and liabilities and their tax bases. These
differences result primarily from recognizing revenue and expenses in different years for financiel and tax 15parting
purposes. Fuiure incors. wxzs will become payable waen such differenc. - are reversed through the settlement of
liabilities and realization of assets.

On May 20, 2005, the Corporation commenced a normal course issuer bid for the purchase of up to 3% of the
outstanding Class A shares. The bid expired on May 19, 2006. Over the life of the bid, 348,100 shares were
purchased, of which 195,600 were purchased in 2005 and 152,500 were surchased in 2006 On May 22, 2004, the
Corporation commenced a new normal course issuer bid for the purchase of up to 5% of the outstanding Class A
shares. The bid will expire on Mzy 22, 2007. From May 23, 2006, tc Ap-il 24 2007, 1,479,707 shaies have besn
purchased, all of which were purchased in 2006.

For the first quarter of 2007, the quarterly dividend payment on the Corporation’s Class A ard Class B shares was
increased by $0.015 to $0.305 per share. The Corporation has increased its annual common share dividend each
year since its inception as a holding company in 1972, The payment of zuy dividerd is at the discretien of the Board
of Directors and depends on the financial condition of the Corporation and other factors.

OUTSTANDING SHARE DATA

At April 24, 2007, the Corporation had outstanding 81,525,886 Class A. chares, 43,890,984 Class B shares and
options to purchase 1,340,800 Class A shares.

BUSINESS RISKS
Environmental Matters

The Government of Canada is proposing to regulate greenhouse gas (“GHG”) emissions under a new act, the Clean
Air Act. The Corporation is unable to determine what impact the Clean Air Act may have on its operations, 2s the
government has not provided industry with details.

In March 2007, the Government of Alberta introduced legislation {Bill 3, Climate Change and Emissions
Management Amendment Act and the Specified Gas Emitters Regulation Amendment) that will require Alberta
facilities that emit 100,000 tonnes or more of GHG to reduce facility emission intensities by 12% starting July 1,
2007. Units commissioned before January 1, 2000, or that have less than nine years of commercial operation are
required to reduce their emission intensity by 2% per year starting in the fourth year of commercial operation to a
maximum of 12% in the ninth year of commercial operation. While it is not certain, it is anticipated that the
Corporation’s coal-fired plant PPAs will allow the Corporation to recover most of the costs associated with the
implementation of Bill 3. The estimated cost to ATCO Power and Alberta Power (2000) is approximately
31 million per year.
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Alberta Environment implemented a mercury emission regulation in March 2006 for Alberta Power (2000)’s coal-
fired generating plants. The regulation requires coal-fired plant operators to monitor mercury emissions and capture
at least 70% of the mercury in the caal starting January 1, 2011. While it is not cestair, it is anticipated that the
PPAs will allow the Corporation to recover most of the costs associated with complying with the new regulation.

Regulated Operations

ATCO Electric, ATCO Gas and ATCO Pipelines are regulated primarily by the AEUB, which administers acts and
regulations covering such matters as rates, financing, accounting, construction, operation and service area. The
AEUB may approve interim rates or approve the recovery of costs, including capital and cperating costs, on a
placeholder basis, subject io final determination. These subsidiaries are subject to the normal risks faced by
companies that are regulated. These risks include the approval by the AEUB of customer rates that permit a
reasonable opportunity to recover on a timely basis the estimated costs of providing service, including a fair return
on rale base. The Corporation’s ability to recover the actual costs of providing service and to earn the approved
rates of return depends on achieving the forecasts established in the rate-se*.ing pracess.

Carbon Natural Gas Storage Facility

ATCO Gas leases the entire storage capacity of the Carbon natural gas storage facility 10 ATCO Midstream at
AEUB approved placeholder rates. On February 5, 2007, the AEUB issued a decision to ATCO Gas that leaves in
question these placeholder rates and the effect that these placeholder rates will have on future AT2Q Gas revenues
(refer to Regulatory Matters — ATCO Gas section).

Weather . . ' .

Weather fluctuations have a significant impact on throughput in ATCO Gas. Since approximately 50% of ATCO
Gas’ delivery charge is recovered based on throughput, ATCG Gas’ revenues and earnings are sensitive to weather.
Weather that is 10% warmer or colder than normal temperatures impacts annual earnings by approximately
$10.0 million.

ATCO I-Tek Services

ATCO Electric, ATCO Gas and ATCO Pipelines purchase information technology services, and ATCO Electric and
ATCO Gas also purchase customer care and billing services, from ATCO I-Tek. The recovery of these costs in
customer rates is subject to AEUB approval. Since 2003, the costs have been approved on a placeholder basis, and
are subject to final AEUB approval after completion of an ongeing collaborative benchmarking process.

Transfer of the Retail Energy Supply Businesses

On May 4, 2004, ATCO Gas and ATCO Electric transferred their retail energy supply businesses to Direct Energy
Marketing Limited and one of its affiliates (collectively “DEML”), a subsidiary of Centrica pic.

Although ATCO Gas and ATCO Electric transferred to DEML certain retail functions, including the supply of
natural gas and electricity to customers and billing and customer care functions, the legal obligations of ATCO Gas
and ATCO Electric remain if DEML fails to perform. In certain events (including where DEML fails to supply
natural gas and/or electricity and ATCO Gas andior ATCO Electric are ordered by the AEUB to do so), the
functions will revert to ATCO Gas and/or ATCO Electric with no refund of the transfer proceeds to DEML by
ATCO Gas and/or ATCO Electric.

Centrica plc, DEML’s parent, has provided a $300 million guarantee, supported by a $235 million letter of credit in
respect of DEML’s obligations to ATCO Gas, ATCO Electric and ATCO I-Tek Business Services in respect of the
ongoing relationships contemplated under the transaction agreements. However, there can be no assurance that the
coverage under these agreements will be adequate to cover all of the costs that could arise in the event of a reversion
of such functions.

The Corporation has provided a guarantee of ATCO Gas’, ATCO Electric’s and ATCO [-Tek Business Services’
payment and indemnity obligations to DEML contemplated under the transaction agreements.
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Late Payment Penalties on Utility Bills

As z result of decisions of the Supreme Court of Canada in Garland vs. Consumers’ Gas Co., the imposition of late
payment penalties on utility bills hus been called into question. The Corporation is unable to determine ai this time
the impact, if any, that these decisions will have on the Corporation.

Measurement Inaccuracies in Metering Facilities

Measurement inaccuracies occur from time {o time with regpect to ATCD Electiic’s, ATCO Gas’ and ATCO
Pipelines’ metering facilities. Measurement adjustmenis are setiled between the partizs based on the requirements
of the Electricity and Gas Inspections Act (Canada) ard applicable regulations issued pursuant thereto. There is a
risk of disaliowance of the recovery of a measurement adjustmenrt if controls ard timely follow up are found to be
inadequate by the AEUB.

A recent AEUB decision applicable to ATCO Gus estshiished a two year adjustment limitation period for
inaccuracies in gas supply costs, including measurement inaccuracies in metering facilities. The AEUB stated that it
will consider specific applications for adjustments beyond the two year firitstion peiiod.

Mon-Regulated Operaticos

ATCG Power

Alberta Power Pool electricity prices, natural gas prices and related spark spreads can be very volatile, as shown in
the following graph, which illustrates a range of prices experienced during the period January 2000 to March 2007.

Alberta Power Pool Prices, Natural Gas Prices and Spari Spreads
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Changes in Alberta Power Pool electricity prices, natural gas prices and related spark spreads may have a significan
impact on the Corporation’s earnings and cash flow from operations in the future. It is the Corporation’s policy to
contirually monitor the status of its non-regulated electrical generating capacity that is not subject to long term
commitments.

.

Since October 2004, the output trom ATCO Power’s éarking generating plant previously sold to TXU Europe {refer
to TXU Europe Settlement section) has been sold into the U.K. power exchange market. In the UK., electricity
generators, on average. sell over 90% of their output to electricity suppliers in bilateral contracts, use power
exchanges for approximately 7% of their output, and sell the remaining 2-3% via the Balancing Mechanism.
Approximately 40% of the electricity generated is supplied from natural gas-fired generating plants, and in 2006 the
market experienced an increase in electricity prices due to the increased world prices for natural gas. Since then,
natural gas prices have softened with additional natural gas infrastructure coming on stream and the slightly lower
oil prices. Nevertheless, the Barking generating plant has a long term, fixed price gas purchase agreement and, as a
result, has been able to experience increased margins due to the high market prices for ¢lectricity. Changes in the
U.K. market electricity prices may have an impact on the Corporation’s earnings and cash flow from operations in
the future.

ATCO Midstream

Timing, capacity and demand of ATCO Midstream’s storage business as well as changes in market conditions may
impact the Corporation’s earnings and cash flow from storage operations (refer to Results of Operations —
Consolidated Operations section).

ATCO Midstream extracts ethane and other natural gas liquids from natural gas streams at its extraction plants.
These products are sold under either long term cost of service arrangements or market based arrangements. Changes
in market conditions may impact the Corporation’s earnings and cash flow from natural gas liquids extraction
operations.

ATCO Frontec

ATCO Frontec’s operations include providing support to military agencies in foreign locations which may be
subject to political risk.

On December 23, 2005, the Governmeni of Canada filed a claim in the amount of $70 million which alleges that the

Corporation is liable for the destruction of property owned by the Governments of Canada and the United States.
The Corporation believes that the claim is defensible and, in any event, has sufficient insurance coverage in place to
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cover any material amounts that might become payable as a result of the claim. Accordingly, the claim is not
expected to have any matertal imra:t on the financial pesition of the Corporaticr.

A fuel spill occurred in January 2007 at the Brevoort Island, Northwest Territories radar site maintained by Nasittuq
Corporation, a corporation jointly owned by ATCO Frontec and Pan Arctic Inuit Logistics Corporation, The
Corporation believes that it has sufficient insurance coverage in place lo cover any material amounts that might
become payable as a result of the fuel spill. Accordingly, this spill is not expected to have any material impact on
the financial position of the Corporation.

CRITICAL ACCOUNTING ESTIMATES

The prenaration of the Corporation’s consolidaied financicl statements in accordance with generally accepted
accounting principles requires management to make estimeates and asc'mptions that ~ffcet the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue and expenses during the year. Cn an on-going basis, management reviews its
estimates, particularly those related to depreciation and amortization metuods, useful lives and impairment of long-
lived assets, amortization of deferred availability incentives, asset retirement obligations and employee future
benefits, using currently available information. Changes in facts and circumstlances may resuit in revised estimates,
and actual results could differ frorm those estimates. The Coporetinn’s critic~] accounting estimates are discussed
below.

Deferved Availability Incentives

Alberta Power (2000) is subject to an incentivespenalty regime relateq to generating unii availability. As at March
31, 2007, the Corporation had recorded $46.2 million of deferred availability incentives. For the three montns ended
March 31, 2007, the amortization of deferred availability inc2ntives, which was recorded in revenues, amounted to
$2.9 million,

The amount to be amortized is dependent upon estimates of future generating unit availability and future electriciiy
prices over the term of the PPA’s. Each quarter, the Corporation uses these estimates to forecast high case, low case
and most likely scenarios for the incentives to be received froin, less penaities to be paid to, the PPA counterparties.
These forecasts are added to the accumulated unamortized deferred availability incentives outstanding at the end of
the quarter, the resulting total is divided by the remaining term of the FPA to arrive at the amortization for the
quarter.

Compared to the most likely scenario recorded in revenues for the year to date, the high case scenario would have
resulted in higher revenues of approximately $1.1 million, whereas the low case scenario would have resulted in
lower revenues of approximately $1.1 million.

Employee Future Benefits

The expected long term rate of return on pension plan assets is determined at the beginning of the year on the basis
of the long bond yield rate plus an equity and management premium that reflects the plan asset mix. Actual
balanced fund performance over a longer period suggests that this premium is about 1.5%, which, when added to the
long bond yield rate of 5.1% at the beginning of 2007, resulted in an expected iong term rate of rewurn of 6.6% for
2007. This methodology is supported by actuarial guidance on long term asset return assumptions ior the
Corporation’s defined benefit pension plans, taking into account asset class returns, normai equiiy risk premiums,
and asset diversification effect on portfolio returns.

Expected return on plan assets for the year is calculated by applying the expected long term rate of return to the
market related value of plan assets, which is the average of the market value of plan assets at the end of the
preceding three years. The expected long term rate of return has declined over the past five years, from 8.1% in
2001 to 6.1% in the year ended December 31, 2006; the rate for the three months ended March 31, 2607, was
increased to 6.6%. The result has been a decrease in the expected return on plan assets and a corresponding increase
in the cost of pension benefits. In addition, the actual return on pian assets over the same period has been lower than
expected (i.e., an experience loss), which is also contributing to an increase mn the cost of pension benefits as losses
are amortized to earnings.




The liability discount rate that is used to calculate the cost of benefit obligations reflects market interest rates on
high quality corporate bonds that match the timing and amount of expected benefit payments. The liability discount
rate has also declined over the same period, from $.9% at the end of 2001 to 5.1%% at the end of 2006; the rate has
remained at 5.1% in the three months ended March 31, 2007. The result has been an increase in benefit obligations
(i.e., an experience loss), which is contributing to an increase in the cost of pension benefits as losses are amortized
to earnings.

In accordance with the Corporation’s accounting policy to amortize curmulative experience gains and losses in
excess of 10 percent of the greater of the accrued benefit obligations or the market value of plan assets, the
Corporation began amortizing a portion of the net cumulative experience losses on plan assets and accrued benefit
obligations in 2003 for both pension benefit plans and other post employment benefit plans and continued this
amortization during the three montbs ended March 31, 2007.

The assumed annual health care cost trend rate increases used in measuring the accumulated post employment
benefit obligations in the three months ended March 31, 2007, are as follows: for drug costs, 7.8% starting in 2007
grading down over six years 10 4.5%, and for other medical and dental costs, 4.0% for 2007 and thereafier.
Combin=d with lower recent claims experience, the effect of these changes has been to decrease the costs of other
posi employment benefits.

The effect of changes in these estimates 2nd assumptions is mitigated by an AEUB decision to record the costs of
2mployee future benefits when paid rather than accrued. Therefore, a significant portion of the benefit plans
expense or income is unrecognized by the regulatec operations, excluding Alberta Power (2000).

CHANGES IN ACCOUNTING POLICIES .

Effective January 1, 2007, the Corporation prospectively adopted the €apadian Institute of Chartered Accountants

(“CICA”) recommendations pertaining to financial instrureents, which establish standards for the recognition,

measurement, disclosure and presentatioa of financial assets, financial liabilities and ron-financial derivatives.

These recommendations require that fair value be used to measure financial assets that are held for trading or

available for sale, financial liabilities that are held for trading and all derivative financial instruments. Other

financial assets, such as loans and receivables and investments that are held to maturity, ard other financial
liabilities are measured at their carrying value. This change in accounting had the following effect on the

zonsolidated financial statemenis for the three months ended March 31, 2007:

(a) Recognition of interest rate swaps, foreign currency forward contracts and certain natural gas purchase contracts
as derivative assets and liabilities in the consolidated financial stztements (refer to Note 8 to the unaudited
interim consolidated financial statements for the three months ended March 31, 2007).

(b) Recognition of the fair value of a power generation revenue contract liability associated with the natural gas
purchase contracts derivative asset (refer to Note 8 to the unaudited intetim consolidated financial statements
for the three months ended March 31, 2007).

(¢) Recognition of a mark-to-market adjustment for the change in fair value of the natural gas purchase contracts
derivative asset and recognition of an adjustment to the associated power generation revenue contract liability
(refer to Note 5 to the unaudited interim consolidated financial statements for the three months ended March 31,
2007).

(d) Restatement of opening retained earnings at January 1, 2007 to recognize the prior years’ earnings effect of the
natural gas purchase contracts derivative asset and the associated power generation revenue contract liability, as
well as the prior years’ earnings effect of accounting for certain financial assets and financial liabilities at
amortized cost using the effective interest method (refer to Note 4 to the unaudited interim consolidated
financial statements for the three months ended March 31, 2007).

(e) Reclassification of defetred financing charges from other assets to long term debt and non-recourse long term
debt (refer to Note 6 to the unaudited interim consolidated financial statements for the three months ended
March 31, 2007).
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Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations pertaining to hedges,
which esiablish standards for the identification, designation, decumeniation and eifectivepess of hedging
relationships for the purpase of applying hedge accounting. The purpose of hedge accounting is to ensure that gains,
losses, revenues and expenses froin effective hedging relationships are recorded in earnings in the same period. This
change in accounting had no effect on the consolidated financial siatements for the thres months ended March 31,
2007.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
reporting and disclosure of comprehensive income. Comprebeusive income coneists of changes in the equity of the
Corporation from sources other than the Corporaticn’s share cwrers, and includes earnings of the Corporation, the
fereign currency translation adjustment relating io self-sustaining foreign operatiens and urwealized gains and losses
on changes in fair values of available-fur-sale assets and effective cash flow hedging instruments.  Other
comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive income
but are excluded from earnings of the period. Comprehensive income is disclosed in a separate statement in the
consolidaied financial statements.

Effestive January 1, 2007, the Corporaticn prospectively adopted the CICA rzcommendations regarding the
presentation of equity and changes in equity. These recorunendations require separate presentation of the
components of equity, including retained earnings, accumulated other comprehensive income, contributzd surplus,
share capital and reserves, and the changes therein. As a result of this change in accounting, the Corporation has
included a reccnciliation of accumulated other comprehensive income in the otes io the consolidated financial
statemens (refer to Note § to the unsudited inierim consolidated financial statements. for the three moenihs ended
March 31, 2007). Ir accordance with the recommendations, comparative £gurcs have been adjusted to incorporate
the foreign cwrrency translation adjustment into accumulated other comprehensive income.

Effective January 1, 2007, the Corporation adopted the CICA reconunuadatione Dat p:eseribe the criteda for
changing accounting policies, together with the accounting treatment and disclosure of changes in accounting
policies, changzg in accouating estimate: and corractions of ervers. Adoption of these recommendations had no
effect on the consolida.zd finzancial statements Jor the three months ended March 31, 2007, ¢xcept Jur the discloswre:
of accounting chaages h.zt heve been issued by the CICA but have not yet bz2en adopted by the Corporaticn because
they are not effective unt.i a fuure date (zefer to Futire Acceunting Changss below).

Future Accounting Changes

The CICA has issued new accounting recommendations for capital disclosures whick require disclosure of Leth
qualitztive and quanitazive infori:ation that enables users of financial statemen!s io evaluate the Corporation’s
cbjectives, policies and processes for managing capiial. Thase recommendations are effective for the Corperation
beginning January 1, 2008. :

The CIC.. has also issusd new eccounting recoinmendations for disclosure and presentation of finaacial instruments
which require disclosures of both qualitative and quantitative information that enables users of finaavial statements
to evaluate the nature and exteut of risks arising from financial instrursents to which the Corporatior is exposed.
These recormunendaticns are effective for the Cerporation bezinniag Januvary 1, 2CC8.
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CANADIAN UTILITIES LIMITED

CONSOLIDATED STATEMENT OF CASH FLOWS - .0

(Millions of Canadian Dollars)

Three Months Ended
March 31
Note 2007 2006
(Unaudited)
QOperating activities
Earnings attributable to Class A and Class B shares ) AL $134.7 . $ 869
Adjustments for:
Depreciation and amortizaticn 919 87.7
Future income taxes 2.7 29
Deferred availability incentives . | . . e 6.6 12.4
TXU Europe settlement - net of income taxes — e 3 3.0} 106
Other 0.7 5.2
Funds generated by operations . | 2322 . 2057
Changes in non-cash working capital 94.2 33.0
Cash flow from operations 3264 238.7
Investing activities
Purchase of property, plant and equipment (123.7) (112.2)
Costs on disposal of property, plant and equipment 0.5) (0.2)
Contributions by utility customers for extensions to plant 19.8 25.7
Non-current deferred electricity costs (1.4) 53
Changes in non-cash working capital {14.2) (21.3)
Other 4.4) (1.0}
(124.4) (103.7)
Financing activities
Issue of long term debt - 355
Repayment of non-recourse long term debt (25.1) (19.8)
Net issue (purchase) of Class A shares 0.5 0.1)
Dividends paid to Class A and Class B share owners (38.2) (36.2)
Other 1.0 (0.2)
(61.8) (20.8)
Foreign currency translation (0.4) 0.8
Cash position @
Increase 139.8 115.0
Beginning of period 798.8 824.4
End of period $ 938.6 $939.4

) Cash position consists of cash and short term investments less current bank indebtedness, and includes
$204.4 million (2006 - $144.1 million} which is only available for use in joint ventures (see Note 3).
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Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations pertaining to hedges,
which establish standarés for the identification, designation, decumeniation and effectiveness of hedging
relationships for the purpose of applying hedge accounting. The purpose of hedge accounting is to ensure that gains,
losses, revenues and expenses from effective hedging relationships are recorded in earnings in the same period. This
change in accounting had no effect on the consolidated financial statements for the ‘hree months ended March 31,
2007.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
reporting and disclosure of comprehensive income. Comprehensive income consists of changes in the equity of the
Corporation from sources other than the Corporaticn’s share oweers, and includes earnings of the Corporation, the
fereign currency translation adjustment relating 1o self-sustaining foreign operaticns and unrealized gains and losses
on changes in fair values of available-for-sale assets and effective cash flow hedging instruments. Other
comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive income
but are excluded from earnings of the period. Comprehensive income is disclosed in a separate statement in the
consolidated financial statements.

Effective January 1, 2007, the Corporaticn prospectively adopted the CICA rzcommendations regarding the
presentation of equity and changes in equity. These recomunendations require separate presentaiion of the
components of equity, including retained earnings, accumulated other comprehensive income, contributzd surplus,
share capital and reserves, and the changes therein. As a result of this change in accounting, the Corporation has
inciuded a reconciliation of accwnulated other comprehensive income in the notes to the consolidated firancial
statemenis {refer to Note @ to the unzudited inierim consolidated financial statzments for the three menibs ended
March 31, 2007). Ir accordance with the rzeommendations, comparative fgures bave been adjusted to incerporate
the foreign currency translation adjustment into accumulated other comprehensive income.

Effective January 1, 2007, the Corporation adopted the CICA recomneadations that prescribe the citena for
changing accounting policies, together with the accounting treatment and disclosure of changes in accounting
poticies, changzes in accounting estimates and corractions of @itors.  Adoption of these recommendations had no
effect on the consolidaied finzncial statemerts for the three months ended March 31, 2007, except for the disclosure:
of accounting chaages it.zt he've been issued by the CICA but have not yet b2en adopted by the Corporaticn because
they are not effeciive unt’! a furure date (zefer 1o Futere Accounting Chang:s below).

Future Accounting Changes

The CICA has issued new accounting recommendations for capital disclosures which require disclosure of beth
qualiztive and quanvitafive infor.:ation that enables users of financial statements to evaluate the Corporation’s
cbjectives, policies and processes for managing capiial. These recommendations are effective for the Corporation
beginning January 1, 2008. '

The CICA has also issusd new accounting recommendations for disclosure and presentation of finaacial insttuments
which require disclosures of both qualitative and quantitative information that enables users of finaacial statements
to evaluate the nature and exteat of risks arising from financial instrurients to which the Corporation is exposed.
These recomunendaticns are effective [or the Cerporation beginniag Janvary i, 2GC8.
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CANADIAN UTILITIES LIMITED

CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS

(Millions of Canadian Dollars except per share data)

Three Months Ended
March 31
‘Note 2007 2006
(Unaudited)
Revenues $ 6976 S 642.0
Costs and expenses
Natural gas supply KN 4.7
Purchased power 13.8 13.0
Operation and maintenance 240.6 236.1
Selling and administrative 42.4 43.9
Depreciation and amortization 91.9 87.7
Interest 42.6 409
Interest on non-recourse long term debt 12.0 12.4
Franchise fees 58.5 61.9
504.9 500.6
192.7 141.4
Interest and other income 5 20.2 9.1
Earnings before income taxes 212.9 150.5
Income taxes 69.4 54.7
143.5 95.8
Dividends on equity preferred shares 8.8 3.9
Earnings attributable to Class A and Class B shares 134.7 86.9
Retained earnings at beginning of period as restated 4 1,813.3 1,721.9
1,948.0 1,808.8
Dividends on Class A and Class B shares 382 36.2
Purchase of Class A shares ' - 0.8
Retained earnings at end of period $1,909.8 $1,771.8
Earnings per Class A and Class B share 7 5 1.07 5 0.68
Diluted earninEs per Class A aad Class B share 7 $ 107 $ 068
Dividends paid per Class A and Class B share 7 $ 0.305 $ 0.285
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CANADIAN UTILITIES LIMITED

CONSOLIDATED BALANCE SHEET

(Millions of Canadian Dallars)

March 31 December 31
Note 2007 __2006 2006
{Unaudited) {Audited)
ASSETS
Current assets
Cash and shoit term investments 2 £ 9390 g 9304 S 7985
Accounts receivable 3114 289.3 362.3
Inventories 94.4 834 94.5
Regulatory assets 83 19.7 13.3
Derivative assets 8 0.1 - -
Prepaid expenses 223 19.7 23.6
1,375.5 [,351.5 1,294.3
Property, plant and equipment 5,441.9 5,209.4 5,42€.1
Regulatory assets 44.6 294 43.2
Derivative assets 8 82.2 T -
Other assets 2011 253.8 229,
eTI4E3 85,2441 $6,003 5
LIABILIiTIES AND SHARE OWNERS' EQUITY
Current liabilities
Bank indebtedness 3 0d 3 - > -
Accounts payable and accrued liabilities 343.0 300.2 338.8
Income taxes payabie 34.6 33.8 227
Future income taxes 0.3 4.1 03
Regulatory liabilities 4.8 2.6 0.5
Derivative liabilities 8 21 - -
Non-recourse long term debt due within one year 6 66.0 539 3563
451.2 3944 421.6
Future income taxes 199.4 199.6 194.7
Regulatory Habilitizs i44.2 135.5 i48.8
Derivative habilities 8 4.6 - -
Deferred credits 8 2932 259.2 2290
Long term debt 6 2,399.0 2,266.5 24115
Nou-recourse long term debt & 5:6.8 658.2 026.7
Equity preferred skares 6345 A4 5 R16 5
Class A and Class B share owners' equity
Class A and Class B shares 7 516.6 519.8 516.0
Contributed surplus 14 0.3 1.2
Retained earnings 1,909.8 1,771.8 1,804.4
Accumulated other comprehensive income 9 3.4) (18.2) 3.1
2,424.4 2,274.2 2,324.7
$7,145.3 $6,844.1 $6,993.5
z1 Ccu




CANADIAN UTILITIES LIMITED
CONSOLIDATED STATEMENT OF CASH FLOGWS -+ .~
(Millions of Canadian Dollars)

Three Months Ended
March 31
Note 2007 2006
(Unaudited)
Operating activities
Earnings attributable to Class A and Class B shares . L : . %1347 $ 869
Adjustments for:
Depreciation and amortization T 91.9 87.7
Future income taxes 2.7 29
Deferred availability incentives . | o o 6.6 124
TXU Europe settlement - net of income taxes L L 3 (3.0) 106
Other (0.7) 5.2
Funds generated by operations ., . e o . C o 2322 . 2057
Changes in non-cash working capital 94.2 33.0
Cash flow from operations 326.4 238.7
Investing activities
Purchase of property, plant and equipment (123.7) (112.2)
Costs on disposal of property, plant and equipment {0.5) {0.2)
Contributions by utility customers for extensions to plant 19.8 25.7
Non-current deferred electricity costs (1.4) 53
Changes in non-cash working capital (14.2) (21.3)
Other 4.4) (1.0)
(124.4) (103.7)
Financing activities
Issue of long term debt - 355
Repayment of non-recourse long term debt (25.1) (19.8)
Net issue (purchase) of Class A shares 0.5 (0.1)
Dividends paid to Class A and Class B share owners (38.2) (36.2)
Other 1.0 (0.2)
(61.8) (20.8)
Foreign currency translation (0.4) 0.8
Cash position m
Increase 139.8 115.0
Beginning of period 798.8 B24.4
End of period $ 938.6 $939.4

M Cash position consists of cash and short term investments less current bank indebtedness, and includes
$204.4 million (2006 - $144.1 million) which is only available for use in joint ventures (see Note 3).
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CANADIAN UTILITIES LIMITED
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(Millions of Canadian Dollars}

Three Months Ended

March 31
Note 2007 2006
(Unaudited)

Earnings attributable to Class A and Class B shares $134.7 $86.9
Other comprehensive income, net of income taxes:
Cash flow hedges 9 0.5 -
Foreign currency translation adjustment 9 0.3 -

0.8 -
Comprehensive income $135.5 $86.9
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CANADIAN UTILITIES LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007
{Unaudited, Tabular Amounts in Millions of Canadian Dollars)

1. Summary of significant accounting policies
Financial statement presentation

The accompanying consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles and should be read in conjunction with the consolidated financial statements and
related notes included in the Corporation’s 2006 Annual Reporl. These interim financial statements have been
prepared using the same accounting policies as used in the financial statements for the year ended December 31,
2006, except as described below.

Effective January 1, 2007, the Corporation prospectively adopted the Canadian Institute of Chartered Accountants

(“CICA™) recommendations pertaining to financial instruments, which establish standards for the recognition,

measurement, disclosure and presentation of financial assets, financial liabilities and non-financial derivatives.

These recommendations require that fair value be Used to measure financial assets that are held for trading or

available for sale, financial liabilities that are held for trading and all derivative financial instruments. Other

financial assets, such as loans and receivables and investments that are held to maturity, and other financial
liabilities are measured at their carrying value. This change in accounting had the following effect on the

consolidated financial statements for the three months ended March 31, 2007:

(a) Recognition of interest rate swaps, foreign currency forward contracts and certain natural gas purchase contracts
as derivative assets and liabilities in the consolidated financial statements {see Note 8).

(b) Recognition of the fair value of a power generation revenue contract liability associated with.the natural gas
purchase contracts derivative asset (see Note 8).

{c) Recognition of a mark-to-market adjustment for the change in fair value of the natural gas purchase contracts
derivative asset and recognitiorr of an adjustmient 1o the associated power generation revenue contract hability
(see Note 5).

(d) Restatement of opening retained earnings at January 1, 2007 to recognize the prior years’ earnings effect of the
natural gas purchase contracts derivative asset and the associated power generation revenue contract liability, as
well as the prior years’ eamings effect of accounting for certain financial asseis and financial liabilities at
amortized cost using the effective interest method (see Note 4),

(e) Reclassification of deferred financing charges from other assets to long term debt and non-recourse long term
debt (see Note 6).

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations pertaining to hedges,
which establish standards for the identification, designation, documentation and effectiveness of hedging
relationships for the purpose of applying hedge accounting. The purpose of hedge accounting is to ensure that gains,
losses, revenues and expenses from effective hedging relationships are recorded in earnings in the same period. This
change in accounting had no effect on the consolidated financial statements for the three months ended March 31,
2007,

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
reporting and disclosure of comprehensive income. Comprehensive income consists of changes in the equity of the
Corporation from sources other than the Corporation's share owners, and includes earnings of the Corporation, the
foreign currency translation adjustment relating to self-sustaining foreign operations and unrealized gains and losses
on changes in fair values of available-for-sale assets and effective cash flow hedging instruments. Other
comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive income
but are excluded from camings of the period. Comprehensive income is disclosed in a separate statement in the
consolidated financial statements.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
presentation of equity and changes in equity. These recommendations require separate presentation of the
compenents of equity, including retained earnings, accumulated other comprehensive income, contributed surplus,
share capital and reserves, and the changes therein. As a result of this change in accounting, the Corporation has
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1. Summary of significant accounting policies {continued)

included a reconciliation of accumulated other comprehensive income in the notes to the consolidated financial
statements (see Note 9). . In,accordance with the recommendations, comparative figures have been adjusted to
incorporate the foreign currency translation adjustment into accumulated other comprehensive income.
Effective January 1, 2007, the Corporation adopted the CICA recommendations that prescribe the criteria for
changing accounting policies, together with the accounting treatment and disclosvre- of - changes in accounting
policies, changes in accounting estimates and corrections of errors. Adoption of these recommendations had no
effect on the consolidated financial statements for the three months ended March 3, 2007, except for the disclosure
of accounting changes that have been issued by the CICA but have not yet been adopted by the Corporatxon because
they are not et’fectlve until a future date (see Future Accountmg Changes below). . o
. . . .
Due to the seasonal nature of the Corporation’s operatmns changes in electncrty pnces in Alberta, the timing and
demand of patural gas storage capacity sold, changes in natural gas storage fees and the timing of rate decisions, the
consolidated statements of earnings and retained earnings for the three months ended March 31, 2007 and Ma.rch 31,
2006 are not necessarily i _nd:catwe of operatlom on an annual basis. . v, .
Certain comparatlve Eom'es have bee'l rec1a551ﬁecl to couform o the current presentatlon

Cash and Short Term Invesrments . : f

1 [t - “ . 3 . .

Short term mvestments consist of certlﬁm tes of depo.alt a.nd bam(em acceptancee w1th matuyities generallv of 90
days or less. _ S oy o R ) .

Deferred Financing Charges P o B
. . . ., . . \‘ .

Issue costs of long term debt are amortized over the life'of the debt using the effective interest method. Issue costs
of preferred shares relating to regulated operations are amortizes over the expecied life of the issue anc issue costs
of preferred shares relating to other subsidiaries are charged to retained earnings. Unamortized premiums and issue
costs.of redeemed long term debt and preferred shares relating to regulated operations are amortized over the life of
the issue funding the vredemption. The Corporation’s deferred financing charges, which pertain solely to long term
debt, have been reclascified from other assets to long term debt and non-recourse iong term debt i accordance with
the CICA recommendations for financial instruments (see Note 6). . .

< . f
. . H . s 1

Derivative Financial Instruments

In conducting its busimess, the -Corporation uses various nsiruments, including forward contracts, swaps and
options, to manage the risks arising from {luctuations in_exchange. rates, interest rates and commodlty pnces All
such instruments are used only to manage risk and not for trading purposes. ) . !

P -’t‘ " . L .
CICA recominendations require the recognitior. and measurement of derivative “iastruments embedded in host
contracts that were issued, acquired or substantively modified on or afier January 1, 2003, Derivative instruments
embedded in host contracts that were issued, acquired or substantively modified prior to January 1, 2003 have not
been identifizd and recognized in the consnlidated ﬁnancml statements as permmed by the recommendations

The Corporation demgnates each denvatwe instrament £s elther a hedging instrument or a ncn-hedge der-vatwe ..
(a) A hedging 1nstrument 1s desngnated as elther: : : :
(i) a fair value hedge of a recognized asset or liability or, . ) :
(i1) acash flow hedge of either: - : T e
¢ a specific firm commitment or anticipated transacticn or, . o '
o the variable future cash flows arising from a recognized asset or liability.
At-inception cf a hedge, the Corporation documents the relationship between the hedging instrumeni and.the
hedged item, including the methiod of assessing retrospective and prospective hedge effectiveness. At the end
'of each period, the Corporation' assesses whether the hedging instrument has been highly effective in offseiting
" changes in fair values or cash flows of the hedged item and measures the amount of any hedge ineffectiveness.
The Corporatien also assesses whether the hedging instrument is expected to be highly effective in the future.
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1. Summary of significant accounting policies {continued)

A hedging instrument is recorded on the consolidated balance sheet at fair value. Payments or receipts on a
hedging instrument that is determined to be highly effective as a hedge are recognized concurrently with, and in
the same financial category as, the hedged item. Subsequent changes in the fair value of a fair value hedge are

recognized in earnings concurrently with the hedged item. For a cash flow hedge, the effective portion of

changes in fair value is recognized in other comprehensive income and is subsequently transferred to earnings
concurrently with the hedged item, whereas the portion of the changes in fair value that is not effective at
offsetting the hedged exposure is recognized in eamnings.

If a hedging instrument ceases io be highly effective as a hedge, is de-designated as a hedging instrument or is
settled prior to maturity, then the Corporation ceases hedge accounting prospectively for that instrument; for a
cash flow hedge, the gain or loss deferred to that date remains in accumulated other comprehensive income and
is transferred to eamings concurrently with the hedged item. Subsequent changes in the fair value of that
derivative instrument are recognized in earnings.

1f the hedged item s sold, extinguished or matures prior {o the termination of the related hedging instrument, or
if it is probable that un anticipated transaction will nof occur in the originally specified time frame, then the gain
or loss deferrec to that date for the telated hedging instrument is immediately transferred from accurmulated
other comprehersive income to eammgs

Hedge gains or losses that were recognized in other comprehensive income are added to the initial carrying

amount cf a non-financisl asset or non-financial liability when: -

(i} an anticipated transaction for a non-financial asset or nor-financial Ila‘uhty becomes a upcmﬁc firm
commitment for which fair value hedge accounting is applied or,

(ii) a cash flow hedge of an anticipated transaction subsequently results in the recognition of lhe non-financial
asset or non-financial liability.

{t) A nen-hedge derivative instrument is reccrded on the consolidated balance sheet at fair value and subsequent
changes in fair value are recorded in earnings.

The Corporation applies settlement date accounting to the purchases and sales of financial assets. Settlement date
accounting implies the recognition of an asset on the day it is received by the Corporation and the recognition of the
disposal of an asset on the day thal it is delivered by the Corporation. Any gain or loss on disposal is also
recognized on that day.

Transaction costs that are directly attributable to the acquisition or issue of financial assets or financial liabilities that
are not held for trading are added to the fair value of such assets or liabilities at time of initial recognition.

Foreign Currency Translation

Assets and liabilities of self-sustaining foreign operations are translated into Canadian dollars at the rate of exchange
in effect at the balance sheet date and revenues and expenses are translated at the average moathly rates of exchange
during the year. Gains or losses on translation of self-sustaining foreign operations are included in accumulated
other comprehensive income in share owners’ equity.

Monetary assets and liabilities of integrated foreign operations, as well as non-monetary assets carried at market
value, are translated into Canadian dollars at the rate of exchange in effect at the balance sheet date. Other non-
monetary assets and non-monetary liabilities are translated at rates of exchange in effect when the assets were
acquired or liabilities incurred. Revenues and expenses are translated at the average monthly rates of exchange for
the year; depreciation and amortization are translated at rates of exchange consistent with the assets to which they
relale. Gains or losses on translation of integrated foreign operations are recognized in earnings.

Transaciions undertaken by Canadian operations that are denominated in foreign currencies are translated into
Canadian dollars at the rate of exchange in effect at the transaction date. Monetary items and non-monetary items
that are carried at market value arising from a transaction denominated in a foreign currency are adjusted to reflect
the rate of exchange in effect at the balance sheet date. Gains or losses on translation of such monetary and non-
monetary items are recognized in earnings.
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1. Summary of significant accounting policies (continued)
Future Accounting Changes

The CICA has issued new accounting recommendations foi cupital disclosures which require disclosure of both
qualitative and quantitative izforration thet enables users of financial statzments to ¢valuate the Corporation’s
objectives, pelicies and processes for managing capital. These recommendations are effective for the Corporation
beginning fanuary 1, 2008.

The CICA has also issued new accounting recommendations for disclosure and presentation of financial instruments
which require disclosures of both qualitative and quentitative information that enables vsers of financial statements
to evaluate the nature and extent of risks arising from financial instruments to which the Corporation is exposed.
These recommendations are effective for the Corporation beginning January 1, 2C08.

2. Regulatory matters

On March 17, 2066, ATCO Electric received a decision on its Genera: Tariff’ Applicatien for 2005 and 2006 which
was filed with the Alberta Energy and Utilitizz Board (“AEUE") in May 2005. Th= decision established th= arcount
of revenue ATCO Eleciric 2an recover through its rates ior electric distribution ard transmission zervice previded to
its customers for 2005 and 2006. The impact of the decision for 2005 reduced ATCO Elzctric’s earnings by
$1.3 million and was recorded in the first quarter of 2006, The impact of the decision for the full year 2006, as
compared to the decision for the full year 2005, further reduced ATCG Electric’s e~mings by $1.6 million. The
decision also confirmed the return on common cquity as Cetenmined by the AEUB’s standardized rate of roturn
methodology. The rate of return on commen equity was 8.92% in 2006.

On January 27, 2006, ATCO Gas received a decision o its geners] rate application which was filed with the AEUB
in May 2005 for the 2003, 2006 and 2007 test years. The decision established the amount of revenue ATCO Gas
can recover through distribution rates for natural gas distribution service to its customers over the period of 2005 to
2007. The decision also approved the retura on corumon equity as determined by the AEUB’s standardized rate of
return methodology. The rate of return on common equity was 8.93% in 2006 and is 8.51% for 2007. The final
impact of the decision is subject to the outcome of an existing process regarding the pricing of services provided by
ATCO I-Tek.

The Corporation nias a number of other regulatory filings and regulatory hearing submissions tefore the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.

3. TXU Europe settlement

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Europe™) which had a long term “off take” agreement for 27.5% of the power preduced by
the 1,000 mepawatt Barking generating plant in London, England, in which the Corporation, through Barking
Fower, has a 25.5% equity interest. Barking Power had filed a claim for damages Jor breact: of contract related to
TXU Europe’s obligations to purchese 27.5% of the power picduced by the Parking generating plant. Following
negotiations with the administratcrs, an agreement was reached with respect tv Barking Power’s claim.

In settlement of its claim, Barking Power received disiributions of £144.5 million (approximately $327 million) in
2005, of which the Corporation’s share was $83.1 million, und distributions of £34.8 million (approximately
371 million) in 2006, of which the Corporation's share was $18.2 million. Income taxes of approximately
$28.5 million relating to the distribuiions Lhave been paid.

Eased on the fereign currency exchange rate in effect at March 30, 2005, the Corporation’s share of this setflement
is expected to generate earnings after income taxes of approximately $69 million, which will be recognized over the
remaining term of the TXU Europe contract to September 30, 2010, at approximately $11 million per year. These
earnings wil be dependent upen foreign currency exchange rates in ¢ffect at the time that the camings are
recognized,
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4. Retained earnings at beginning of period as restated

March 31
2007 2006
Retained earnings at beginning of perind as previously reported $1,804.4 $1,721.9
Adjustments to retained earnings to recognize the prior years’ effect of;
(a) the fair value of the natural gas purchase contracts derivative asset (net of
income taxes) 41.6 -
(b} the fair value of the power generalion revenue contract liability associated with
the natural gas purchase contracts derivative asset (net of income taxes) {31.6) -
(c) the change in nizthod of accounting for long term debt and non-recourse long
term debt at amoriized cost using the effective interest method (net of income
laxes) : {0.6) -
(d) the fair value of receivables (net of income taxes) {0.5) -
Retained earnings at beginning of period as restated $1,813.3 $1,7219

5. Interest and other income

Interest and other incume for the three months ended March 31, 2007 includes a gain of $22.9 million related to the
change in fair value of it.e natural gas purchase contracts derivative asset (see Note 8). This increase is partially
offs¢t by an additional provision of $16.5 million for the associated power generation revenue contrzet lizbility.

6. Long term debt and non-recourse long term debt

The CICA recommendations regarding the measurement of financial liabilities require the financial liabilities to be
measured at initial recognition, including transaction costs, minus principal repayments, plus or minus the
cumulative amortization using the effective interest method of any difference between that initial amount and the
maturity amount, minus any reduction for impairment. Accordingly, deferred financing charges have been
recalculated using the effective interest method. Commencing January 1, 2007, in accordance with CICA
recommendations regarding the presentation of financial liabilities, long term debt and non-recourse long term debt
have been reduced by their respective cumulative unamortized balance of deferred financing charges.
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6. Long term debt and non-recourse long term debt (continued)

Long term debt
Effective March 31
Interest Rate 007 2006
CU Inc. debentures — unsecured
2001 4.84% dus November 2006 4.977% $ - $ 175.0
2002 4.801% due November 2007 4.913% 50.0 50.0
2000 6.97% due June 2008 7.062% 100.9 100.0
1989 Series 10.20% due November 2002 10.231% 125.0 125.0
1990 Series 11.40% due August 201C 11.537% 1250 125.0
2000 7.05% duz June 2011 7.130% 100.0 100.0
2004 5.096% due November 2014 5.162% 100.0 1000
2002 6.145% due Movember 2017 L2170 156.% 150.0
2004 5.432% due January 2019 5.492% 180.0 180.0
1999 6.8% due August 2019 6.861% 3000 300.0
1990 Second Series 11.77% due November 2020 11.903% 100.0 100.0
2006 4.801% due Novembzr 2(2! 4.854% 160.0 -
1991 Series 9.92%. due Aprit 2€22 10.063%, 125.0 1250
1992 3eries 3.40% due Mav 2023 ©9.511% 100.0 100.0
2004 5.896% due November 2034 5.939% 200.0 200.0
2005 5.183% due November 2035 S25€6% 185.0 '85.0
2006 5.032% due November 2036 5.072% 160.0 -
U Inc. other long term obligation, due December 2008,
unsecured 6.000% 4.5 4.5
Canadian Utilities Limited debentures — unsccured
2002 6.14% due November 2012 6.225% 100.0 106.0
Less: Deferred financing charges (12.5) -
2,352.0 2,219.5
ATCO Midstream Ltd. credit facility, at BA rates,
due June 2011, unsecured Floating 25.0 250
ATCO Power Canada Ltd. credit facility, at BA rates, :
due August 2011, secured by a pledge of cash Floating 22.0 22.0
$2,399.0 $2,266.5

Non-recourse long term debt

The CICA recommendations pertaining to financial instruments do not permit the presentation of interest rate swaps
in combination with floating rate long term debt to emulate fixed rate long term debt. Consequently, any of the
Corporation’s floating rate non-recourse long term debt that had previously been presented in combination with
interest rate swaps is now presented exclusive of the effect cf the interest rate swaps (see Note 8). The comparative
figures have been restated; this change in presentation had no effect on the amount of the Corporation’s non-

recourse long term debt,

Effective March 31
Project Financing Interest Rate 2007 2006
Barking Power Limited, payable in British pounds:
Term loans, at fixed rates averaging 7.95%, due to 2010
{£20.5 million (2006 — £25.1 million})) 7.95% $ 46.4 3 510
Term loan, at LIBOR, due to 2010
(£33.5 million (2006 — £41.2 million}) Floating 76.1 83.5
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6. Long term debt and non-recourse long term debt (continued)

Non-recourse long term debt (continued)

Effective March 31
Project Financing Interest Rate 2007 2006
Osborne Cogeneration Pty Ltd., payable in Australian dollars:
Term loan, at Bank Bill rates, due to 2013 (V
($35.1 million AUD (2006 — $39.4 million AUD)) Floating @ 32.8 329
ATCO Power Alberta Limited Partnership (“APALP™);
Term loan, at LIBOR, due to 2016 Floating @ 90.0 96.7
Joffre:
Term loan, at 3A rates, due to 2012 Floating @ 3.1 9.1
Term facility, at Canadian Prime Advances, due to 2012 M Floating @ 0.1 0.1
Term loan, at LIBOR, due to 2012 " Floating % 5.6 16.3
Notes, at fixed rate of 8.59%, due to 2020 8.845% 32.0 320
Scotford:
Term loan, at BA rates, due to 2014 ¥ Floating @ 4725 45.]
Term facility, at Canadian Prime Advances, due to 2014 ¢V Floating ¥ 0.2 -
Term loan, at LIBOR, dug to 2014 Floating @ 10.7 . 11.3
Notes, at fixed rate of 7.93%, due to 2022 8.302% 259 26.7
Muskeg River:
Term loan, at BA rates, due to 2014 Floating @ 325 349
Term facility, at Canadian Prime Advances, due to 2014 Floating @ 0.2 0l
Term loan, at LIBOR, due to 2014 Floating @ 8.2 8.8
Notes, at fixed rate of 7.56%, due to 2022 7.902% 28.9 308
Brighton Beach;
Term loan, at BA rates, due to 2020 Floating @ 19.9 20.8
Term loan, at LIBOR, due to 2020 ) Floating % 18.0 18.7
Construction overrun facility, at BA rates, due to 2020 M Floating @ 4.9 5.1
Construction overrun facility, at LIBOR, due to 2020 ¢ Floating @ 4.4 4.6
Notes, at fixed rate of 6.924%, due to 2024 7.025% i07.1 109.9
Cory:
Cost overrun facility, at BA rates, due to 2011 " Floating @ 28 34
Notes, at fixed rate of 7.586%, due to 2025 7.872% 363 37.2
Notes, at fixed rate of 7.601%, due-to 2026 7.880% 322 -329
Less: Deferred financing charges (8.0) -
652.8 711.9
Less: Amounts due within one year 66.0 53.7
$586.8 $658.2

BA — Baukers” Acceptance
LIBOR - London Interbank Offered Rate

@ The above interest rates have additional margin fees at a weighted average rate of 1.1% (2006 — 1.2%). The

margin fees are subject to escalation.

@ Floating interest rates have been partially or completely hedged with interest rate swaps (see Note 8).
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7. Class A and Class B shares

There were 81,486,886 (2006 — 82,916,986) Class A non-voting shares and 43,922,484 (2005 — 44,016,284) Class B
comunon shares outstanding on March 31, 2007. In addition, there were 1,348,300 options to purchase Class A non-
voting shares outstanding «#t March 31, 2007 under the Corporation’s stock option plan. From April 1, 2007, to
April 24, 2007, no stock options were granted or cancelled, 7,500 stock options were exercised, 31,500 Class B
common shares were converted to Class A non-voting shates and no Class A norni-voting shares have been purchased
under the Corporation’s normal course issuer bid.

The average number of shares used to calculate earnings per share are as follows:

March 31
2007 2006
Weighted average shares outstanding - 125,390,433 126,945,397
Effect of dilutive stock options : 499,458 615,983
Weighted average diluted shares outstanding 125,889,891 127,565,380

8. Risk management and financial instruments

The Corporation is exposed to changes in interest rates, commodity prices and foreign currency exchange rates. The
Power Generaticn segment is affected by the cost of natural gas and the price of ¢lectricity in the Province of
Alberta and the United Kingdom and the Global Enterprises segment is affected by the cost of nasural gas and the
price of natural gas liquids. In conducting its business, the Corporation may use various iastrurnents, including
forward contracts, swaps and options, 10 manage the risks arising from fluctuations in exchange rates, interest rates
and commodity prices. All such instruments are used only to manage risk and not for trading purposes.

At March 31, 2007, the following derivative instruments were ouistanding: interest rate swaps that nedge interest
rate risk on the variable future cash flows associated with a portion of non-recourse long term debt, foreign currency
forward contracts that hedge foreign currency risk on the future cash flows associated with specific firm
commitments or anticipated transactions and certain natural gas purchase contracts.

The derivative assets and liabilities comprise the following:

March 31
2007
D:rivative assets — current:
Interest rate swap agreements 301
Derivative assets — non-current:
Natural gas purchase contracts 381.9
Interest rate swap agreements 0.3
$82.2
Derivative liabilities — current:
Foreign currency forward contracts 302
Interest rate swap agreemenis : i.9
524
Derivative liabilities — non-current.
Interest rate swap agreements § 46
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8. Risk management and financial instruments (continued)
Fair value of non-derivative financial instruments

The carrying values and fair values of the Corporation’s non-derivative financial instruments are as follows:

- March 31
2007 2006
Carrying Fair Carrying Fair
Value Value Value Value

Assets

Cash and short term investments $ 939.0 $ 9390 $ 9394 $ 9394
Accounts receivable ¥ ‘ 3114 . . 3114 289.3 289.3
Liabilities

Bank indebtedness ] 0.4 0.4. - -
Accounts payable ard accrued liabilities @ . 3430 343.0 300.2 300.2
Long term debt ¢ 2,399.0 2,773.8 2,266.5 2,635.3
Non-recourse long terr: debt 652.8 691.1 7119 7422

™ Recorded at cost. Fair value approximates the carrying amounts due to the short term nature of the financial
instruments and negligible credit losses.

@ Recorded at cosi. Fair value approximates the carrying amounts due to the short term nature of the financial
insfruments. . . .

@ Recorded at amortized cost. Fair values are determined using quoted market prices for the same or similar
issues. Where the market prices are not available, fair values are estimated using discounted cash flow
analysis based on the Corporation’s current borrowing rate for similar borrowing arrangements.

Fair value of derivative financial instruments

The fair values of the Corporation’s derivative financial instruments are as follows:

March 31
2007 . 2006
Fair Value Fair Value
Notional Receivable Notional Receivable

Principal "  (Payable)®  Maturity  Principal "’ (Payeble)®  Maturity

Interest rate swaps $285.1 $(6.1)  2007-2019 $308.8 $(8.3)  2007-2019
Foreign currency ' -

forward contracts $ 4.6 $(0.2) 2007 $ 117 - $(0.4) 2006
Natural gas purchase

contracts N/A® $81.9 2014 N/A® N/A@W N/A®

' The notional principal is not recorded in the consolidated financial statements as it does not represent amounts
that are exchanged by the counterparties.

@ The notional amount for the natural gas purchase contracts is the maximum volumes that can be purchased
over the terms of the contracts.

@ Fair values for the interest rate swaps and the foreign currency forward contracts have been estimated using
period-end market rates, and fair values for the natural gas purchase contracts have been estimated using
period-end forward market prices for natural gas. These fair values approximate the amount that the
Corporation would either pay or receive to settle the contract at March 31.

“  In accordance with the CICA recommendations for financial instruments, disclosures not required in financial
statements for periods prior to January I, 2007 need not be provided on a comparative hasis.



7. Class A and Class B shares

There were 81,486,886 (2006 — 82,916,986) Class A non-voting shares and 43,922,484 (2005 — 44,016,284) Class B
common shares outstanding on March 31, 2007. In addition, there were 1,348,300 options to purchase Class A non-
voting shares outstanding »t March 31, 2007 under the Corporation’s stock option plan. From April 1, 2007, to
April 24, 2007, no stock options were granted or cancelled, 7,500 stock options were exercised, 31,500 Class B
common shares were converted to Class A non-voting shares and no Class A non-voting shares have been purchased
under the Corporation’s normal course issuer bid.

The average number of shares used to calculate earnings per share are as follows:

March 31
2007 2006
Weighted average shares cutstanding : 125,390,433 126,945,397
Effect of dilutive stock options : 499,458 $15,983
Weipghted averape di'uted shares outstanding 125,889,891 127,565,380

8. Risk management and financial instruments

The Corporation is exposed to changes in interest rates, commodity prices and foreign currency exchange rates. The
Power Generation segment is affected by the cost of natural gas and the price of elecuicity in the Province of
Alberta and the United Kingdom and the Global Enterprises segment is affected by the cost of natural gas and the
price of natural gas liquids. In conducting its business, the Corporation may use various lustrarnents, including
forward contracts, swaps and options, to manage the risks arising from fluctuations in exchange rates, interest rates
and commodity prices. All such instruments are used only to manage risk and not for trading purposes.

At March 31, 2007, the following derivative instruments were ouistanding; interest rate swaps that nedge interest
rate risk on the variable future cash flows associated with a portion of non-recourse long term debt, foreign currency
forward contracts that hedge foreign currency risk on the future cash flows associated with specific firm
commitments or anticipated transactions and certain natural gas purchase contracts.

The derivative assets and liabilities comprise the following:

March 31
2007
Drivative assets — current:
Interest rale swap agreements $ 0.1
Derivative assets — non-current:
Natural gas purchase contracts 381.9
Interest rate swap agreements 0.3
$82.2
Derivative liabilities — current:
Foreign currency forward contracts $ 02
interest rate swap agreemenis : i.9
521
Derivative liabilities — non-current:
Interest rate swap agreements 5 4.6
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8. Risk management and financial instruments (continued)
Interest rate risk

The Corporation has converted variable rate non-recourse long term debt to fixed ratc, debt through the following
interest rate swap agreements:

Swap Fixed Notional Principal
Project Interest Variable Debt Maturity March 31
Financing Rate Intersst Rate Date 2007 2006
Osbome: -
(334.6 million AUD (2006 — Rank Bill Rate
$40.2 million AUDY)) 7.3325% in Australia December 2013 $324 3336
APALP: 7.54% 90 day BA November 2008 2.6 38
7.317% 90 day B4, Decemnber 2008 3.6 5.4
7.50%% 6 month LIBOR  Decenber 2011 - 83.9 R7.5
Joffre: 7.286% 90day BA  September2012 228 27.0
Scotford: 5.212% 90 day BA September 2008 529 58.0
Muskeg River: 5.287% 90 day BA December 2007 399 436
Brighton Beach: 5.8367% 90 day BA June 2009 8.8 9.3
6.575% 90 day BA March 2019 35.6 374
Cory: 6.346% 90 day BA June 2011 2.6 3.2
. $285.1 $308.8

BA — Bankers’ Acceptance
LIBCR — London Interbank Offerad Rate

@ The above swap fixed interest rates include any long term debt margin fees; the margin fees are subject to
escalation (Note 6).

The Corporation has fixed interest rates, either directly or through interest rate swap agreements, on 96% (2006 —
96%) of total long term debt and non-recourse long term debt.

Foreign currency exchange rate risk

The Corporation has exposure to changes in the carrying values of its foreign operations, including assets and
liabilities, as a result of changes in exchange rates. Gains or losses on translation of self-sustaining foreign
operations are included in the foreign currency translation adjustment account in accumulated other comprehensive
income. Gains or losses on translation of integrated foreign operations are recognized in earnings.

The Corporation has entered into foreign currency forward contracts in order to fix the exchange rate on certain
planned equipment expenditures and operational cash flows denominated in U.S. dollars and Euros. At March 31,
2007, the contracts consist of purchases of $1.4 million U.S. (2006 — $3.0 million U.S.} and sales of 2.0 million
Euros (2006 - 6.0 million Euros).
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8. Risk management and financial instruments {continued)
Natural gas purchase contracts and associated power generation revenue contract liahility

The Corporation has long term contracts for the supply of natural gas for certzin of ils power generation projects.
Under the terms of certain of these contracts, the volume of natural gas that the Corporation is entitled to take is in
excess of the natural gas required to generate power. As the excess volume of natural gas can be sold, the
Corporatior: is required to designate these entire contracts as derivative instruments. The Corporation recognized a
non-curreni derivative asset of $59.0 million on January 1, 2007; thereaftzr, the Corporation will record mark-to-
market adjustments :hrough earnings as the fair values of these contracts change with changes in future natural gas
prices. These natural gas purchase contracts mature in November 2014.

As all but the excess volume of natural gas is committed to the Corporation’s power generation obligations, the
Corporation could not recognize the entire fair values of these natural gas purchase contracts in its revenues.
Congequently, or January 1, 2007, the Corporation recognized a provision for a power generation revenue coniraict
in the amount of $44.8 million; thereafter, the Corporationr will record adjustents to the power generation revenue
contract liability corcurrently with the rark-to-market adjusimen's for the natural gas purchase contracts denvative
asset. This power generation revenue contract liability is included in deferred credits in the consolidated balance
sheet,

For the three months ended March 31, 2007, the mark-to-market adjustment for the derivative asset and the
corresponding adjustment for the associated power generation revenue coniract liability increased eamings by
$4.5 million, net of income taxes.

Credit risk

For cash and short erm investments and acecunts rerejvable, eredit risk renresents the carrying amount on the
consolidated balance sheet. Accounts receivable credit risk is reduced by a large and diversified customer base,
requirement of letters of credit, and, for regulated operations other than Alberta Power (2000), the ability to recever
an estimate for doubtful accounts through approved customer rates.

Derivative credit risk arises from the possibility that a courterparty to a contract fails to perform according to the

terms and conditions of that contract. Derivative credit risk is minimized by dealing with large, credit-worthy
counterparties in accordance witn established credit approval policies.
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8. Risk management and financial instruments (continued)
Fair value of non-derivative financial instruments

The carrying values and fair values of the Corporation’s non-derivative financial instruments are as follows:

March 3]
2007 2006

Carrying Fair Carrying Fair

Value Value Value Value
Assets
Cash and short term investments $ 9390 $ 939.0 $ 9394 $ 9394
Accounts receivable 3114 . . 3114 289.3 289.3
Liabilities
Bank indebtedness @ : 0.4 0.4. - -
Accounts payable ard sccrued liabilities @ . 3430 343.0 300.2 300.2
Long term debt 2,399.0 2,773.8 2,266.5 2,635.3
Non-recourse long terrz debt @ 652.8 691.1 7119 7422

™ Recorded at cost. Fair value approximates the carrying amounts due to the short term nature of the financial
instruments and negligible credit losses.

@ Recorded at cost. Fair value approximates the carrying amounts due to the short ternn nature of the finarcial
instruments. . . )

@ Recorded at amortized cost. Fair values are determined using quoted market prices for the same or similar
issues. Where the market prices are not availoble, fair values are estimated using discounted cash flow
analysis based on the Corporation’s current borrowing rate for similar borrowing arrangements,

Fair value of derivarive financial instruments

The fair values of the Corporation’s derivative financial instruments are as follows:

March 31
2007 . 2006
Fair Value Fair Value
Notional Receivable Notional Receivable

Principal " (Payable)®®  Maturity Principal ¥V (Payzbic) Maturity

Interest rate swaps $285.1 $(6.1) 2007-2019 $308.8 $(8.3) 2007-2019
Foreign currency ' :

forward contracts $ 46 $(0.2) 2007 $11.7 . $(0.4) 2006
Natural gas purchase

contracts NA® $81.9 2014 N/A® NA®  N/AW

@ The notional principal is not recorded in the consolidated financial statements as it does not represent amounts
that are exchanged by the counterparties.

@ The notional amount for the natural gas purchase contracts is the maximum volumes that can be purchased
over the terms of the contracis.

@ Fair values for the interest rate swaps and the foreign currency forward contracts have been estimated using
period-end market rates, and fair values for the natural gas purchase contracts have been estimated using
period-end forward market prices for natural gas. These fair values approximate the amount that the
Corporation would either pay or receive to settle the contract at March 31,

®  In accordance with the CICA recommendations for financial instruments, disclosures not required in financial
statements for periods prior to January 1, 2007 need not be provided on a comparative basis.
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9. Other comprehensive income

Other comprehensive income (“OCI™) of the Corporation is comprised of three components: the uurealized gains
and losses on effective cash flow hedging instruments, the unrealized gains and losses on financial assets that are
available for sale, and the foreigz currency translation adjustment relating to self-sustaining foreign operations.

Changes in the components of 2ccumulated OCI are summarized below:

Three Months Ended
March 31
_ 2007 2006
Accumulated OCI at beginning of period:
Foreign currency translation adjustment 5 31 $(18.2)
Adjustment to accumulated OCI at Leginning of period due to change in method
of accounting for:
Cash flow hedge losses W (7.4) -
Financial assets available for sa’e ¥ 0.1 -
— {1.3) ——
QOCT for the period:
Changes in fair values of cash flow hedges 04 -
Transfers of cash flow hedge losses to earnings @ 0.1 -
0.5 -
Fersign curency translation adjustment 0.3 -
0.8 -
Accumulated OCI at end ?f period:
Cash flow hedge losses ! . 6.9) -
Financial assets available for sale % 0.1 -
Foreign currency translation adjustment 34 (18.2)
$(3.4) $.18.2)

@ Net of income taxes of 33.2 million.
@ Net of income taxes of nil.

@ Net of income taxes of $(0.1) million.
@ Net of income taxes of nil.

@ Net of income taxes of $3.1 million.

10. Employee future benefits
In tte threc months ended Marck 31, 2007, net ¢xpense of $3.6 million (2006 -- $3.9 million} was recognized fcr

pension benefit plans and net expense of $1.3 million (2006 — $1.2 million) was recognized for other post
employment benefit plans.
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11. Segmented information : ' -
Segmented results — Three months ended March 31
2007 Power Global Corporate Intersegment
2006 Utilities Generation Enterprises and Other Eliminations Consolidated
(Unaudited)
Revenues — external $ 3384 $ 2059 $152.9 $ 04 S $697.6
$ 3227 § 1898 $129.2 $ 03 $ - $ 642.0
Revenues - intersegment M 63 - - 29.0 29 (38.2) -
S A Gt et o 1249 e -, 2T A =X ) R T T
Revenues $ 3447 § 2059 $181.9 § 33 $(38.2) $ 697.6
s L <,oup o .5 3287 ‘$ 1898, ~ . -515401 . .--- 3 .30 - £ (33.6) $ 642.0
- Eamings attributableto -~ -7 .- 8. 49.1; ., $,;434,,,..: $ 428, 8 02 - - 5 (08) S 1347 .
Class A and Class. B shares. - §. 404 ,.8$.,274, ..  $23¢C¢ .. %. (25 . § (14 $..-869 .
Total assets $3,820.8 §2,3114 $240.4 $679.3 $ 93.7 §7,145.3
- o $3,546.2  .$2,2004 .. $295.7 . . §666.9 .- §1349 $6,844.1

Imersegment revenues are rer.ogmzed on rhe basz.s o; preva:lmg market or regillatea' pru_es

T [ . . - -tay

ettt oyt Voo )

12. Subséquent event

On April 18, 2007, CU Inc., a subsidiary corporation, issued $115.0 million Cumulative Redeemable Preferred
Shares Series 1 at a price of $25.00 per share for cash. The dividend rate has been fixed ai'4.60%. The riet proceeds
of the issue will be used in part to redeem $91.8 million of the outstanding Cumulative Redeemable Second
Preferred Shares Series Q, R and S of ATCO Electric, ATCO Gas and ATCO Plpelmes subs:dlary corporatlons of
CU Inc., that are held by Canadian Utilities Limited.

On April 13, 2007, Canadian Utilities Limited announced the redemption on May 18, 2007 of the $126.5 million of
outstanding Cumulative Redeemable Second Preferred Shares Series Q, R and S at a price of $25.00 per share plus
accrued and unpaid dividends per share.

Printed in Canad"cx
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LU News Release

CANADIAN UTILITIES LIMITED
Corporate Head Office; 1400, 909 - 11 Avenue S.W., Calgary, Alberta T2R 1N6 Tel; (403) 292-7500

For Immediate Release
April 18, 2007

Canadian Utilities Limited to Release First Quarter Resuits Wednesday, April 25, 2007

CALGARY, Alberta - Canadian Utilities Limited (TSX: CU, CU.X) will release its financial results for the first quarter ended March
31, 2007 on Wednesday, April 25, 2007. The news release will be distributed via www.ccnmatthews.com and the results, including
Financial Staterents and Management’s Discussion & Analysis, will be posted on www.canadian-utilities.com.

Canadian Utilities Limited is a Canadian based worldwide organization of companies with assets of approximately $7.0 billion
and more than 6,000 employees, actively engaged in three main business divisions: Power Generation; Utilities (natural gas
and electricity transmission and distribution) and Global Enterprises, with companies active in technology, logistics and energy
services. Mare information about Canadian Utilities Limited can be found on its website www.canadian-utilities.com.

For further infermation, please contact:

K.M. (Karen) Watson
Senior Vice President & Chief Financial Officer

Canadian Utilities Limited
(403) 292-7502
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Forward-Looking Information:
Certain statements contained in this naws relasse may constifute forward-iooking statemants. Forward-looking statements ara often, but not always, identified by the use of wonds such as

“anticipate”, “plan”, “axpect”, ‘may”, ‘will", “intand”, “should”, and similar exprassions. Thesa statemants irvolve known and unknown risks, uncertainties and other factors that may cause actual
results or events (o differ materially from those anticipated in such forward-fgoking statements. The Corporation beli that the exp ions refisGted in the lorward-ipoking stalsments are
bie, but no 8 can ba given that these expectations will prove ip be comast and such lorward-loaking statements should not be unduly relied upon.
The Corporation’s actual results could ditfer materially from thoss anticipated In these lorward-looking statements a3 & result of regulatory dacisions, competitive factors in the industries in which
the Corperation operates, prevailing economic condilions, and other factors, meany of which are beyond the control of the Corporation,
Tha forward-fooking statements contalned in this news release represant the Corporations’ expactations as of the date harsof, and are subjact to change after such data. The Corporation
disclaimy any intention or obligation fo update or revise any forward-ooking statemnents whether as & resull of new information, fture events or otherwise, except as requirad under applicable

securilies reguiations.
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cuse News Release

An ATCO Company

CANADIAN UTILITIES LIMITED
Corporate Head Office: 1400, 909 - 11 Avenue S.W., Calgary, Alberta T2R 1NG Tel: (403) 292-7500

For Immediate Release
April 25, 2007

Canadian Utilities Reports Increased First Quarter Earnings

CALGARY, Alberta — Canadian Utilities Limited (TSX: CU, CU.X) reported increased earnings of $134.7 million
($1.07 per share) for the three months ended March 31, 2007, compared to earnings for the same three months
in 2006 of $86.9 million ($0.68 per share).

Earnings for the three months ended March 31, 2007, increased primarily due to;

» the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream. The
majority of the storage earnings recognized in the first quarter of 2007 pertained to contracts entered into in the
2006/07 storage year which ended March 31, 2007,

* lower income tax rates; and

* higher earnings in ATCO Power’s Alberta generating plants due to higher spark spreads realized on sales of
electricity in the Alberta market.

Revenues for the three months ended March 31, 2007, increased by $55.8 million to $697.6 million, primarily due
to:
* the timing and demand of storage capacity sold and higher storage fees in ATCQ Midstream; and
« impact of 2007 interim customer rate increases for ATCO Electric approved by the Alberta Energy and Utilities
Board ("AEUB") in December 2006. In November 2006, ATCO Electric filed a general tariff application with
the AEUB for the 2007 and 2008 test years. On December 19, 2008, the AEUB approved interim refundable
rate increases amounting to 50% of ATCO Electric’s requested increases for transmission and distribution
operations.

Funds generated by operations for the three months ended March 31, 2007, increased by $26.5 million to
$232.2 million, primarily due to increased eamings.

Recent Highlights include:

» ATCO Pipelines was recognized as a Gold Champion Level Reporter by the Canadian Challenge Registry
for the comprehensive reporting quality of the company’s ‘2006 Action Plan for Reducing Greenhouse Gas
Emissions’. This ranking represents the highest level of achievement for a voluntary reporting of greenhouse
gas emissions in the country.

* ATCO Employees Participating in Communities raised a record $1.48 million for charities across Alberta in
2006. More than 450 communities and charities received support in 2006.

* On April 18, 2007, CU Inc., a wholly owned subsidiary of Canadian Utilities Limited issued 4,600,000 4.60%
Cumulative Redeemable Preferred Share Series 1 at a price of $25.00 per share, for aggregate gross proceeds
of $115 million. On April 13, 2007, Canadian Wilities Limited announced that it will redeem on May 18, 2007, all
of its outstanding Cumulative Redeemable Second Preferred Shares Series Q, R and S at a price of $25.00 per
share plus accrued and unpaid dividends per share. $92 million of the CU Inc. issue will be used to redeem the
Canadian Utilities Limited Preferred Shares.

[ continued ]
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Canadian Utilities Limited’s consolidated financial statements, management’s discussion and analysis of financial
condition and results of operations for the three months ended March 31, 2007, will be available on Canadian Utilities’
website (www.canadian-utilities.com) or via SEDAR (www.sedar.com) or can be requested from the Corporation.

Canadian Utilities Limited is part of the ATCO Group of Companies {www.atco.com). Canadian Utilities Limited is a
Canadian based worldwide organization of companies with assets of approximately $7.1 billion and more than 6,000
employees, actively engaged in three main business divisions: Power Generation; Utilities (natural gas and electricity
transmission and distribution) and Global Enterprises, with companies active in technology, logistics and energy
services.

For further information, please contact:

K.M. (Karen) Watson
Senior Vice President

& Chief Financial Officer
Canadian Utilities Limited
(403) 292-7502

Forward-Looking Information:

Certain statements contained in this news relaase may constitute forward-focking statements. Forward-ooking statemants ang offan, but nal elweys, identilied by the use of words such as
“anticipate”, “plan®, “expact”, “may”, "wiil", “intend”, “should”, and similar expressions. These statements inveive known end unknown rsks, unceraint/ss and other factors that may ceuse actusal
results or events o differ materially Irom those anticipated in such forward-looking statements. The Corporation beliaves that the expactations reflected in the forward-looking statements are
reasonabla, but no Bssurance can be ghven that thesa expectations will prove (0 be cormect and such forward-looking statements should not be unduly relied upon.

The Corporation's aciual results could ditlar materally from thosa anticipatad in thesa forward-looking stataments as & result of reguiatory decisions, compatitive lactors in the industries in which
the Corporetion operates, prevelling econamic conditions, and other factors, many of which ara beyond tha conirof of the Corporation. Due to the nature of the Corparation’s operations, quartarty
rgvenues and eamings are not necesaarly indicative of annual results.

The torward-looking statements contalned in this news release represent the Corporations’ expeciations as of the date hereol, and are subject {o change after such dats. The Corporation
disclaims any intention or obiigation to update o ravise any forward-ooking statements whelher a3 a rasull of new information, futura events or Otharwise, excep! as required under appiicable
securilies regulations.




